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PROCEEDINGS OF THE 50th ANNUAL GENERAL 
MEETING OF THE MEMBERS OF THE INDIAN 
MERCHANTS’ CHAMBER HELD ON WEDNESDAY, 
THE 5th FEBRUARY 1958 

The 50th Annual General Meeting ol the Members of the 
Indian Merchants' CdKiinber was held on Wednesday, the 5th 
February 1058 at 'l-aO p.in. at the }>remiscs ol the Gliainber. 
Shri Naval 11. Tata, President of tlie Chamber, was in the 
Chair, liesith's Shri Gopaldas P. Kapadia, tlie Incoming 
President and Shri Lakhand Hiradiand, tlie Ineoining Vice- 
Presideui, 88 Members were piesent. 

1. The Secretary read the notit e convening the meeting. 

2. Shri Naval 11. lata, the retiring President, while 
placing before the mee ting the Report of the work done by the 
Committc^e during the year ending 51st December 1957 made 
the following speech : 

Fri i nus : 

it gi ves me great pleasure to extend to you ail a warm and 
cordi.'d welcome. We have just celebrated the Golden Jubilee 
of the Chamber, which is an epoch-making event in the history 
of our institution. We had the privilege of having our Prime 
Minister, Shri Jawaiiarlal Neliru, in our midst to inaugurate 
our celebrations and give us his inspiring message of hope and 
cheer on the occasion. Let us hope that we will not only 
cherish the rich heritage of nearly half a century which has 
been handed down to us, but look forwxird to playing a more 
effective and constructive role in the programme of planned 
economic develo})mcnt undertaken with a view to ameliorating 
the living conciiticjus of the people. 

Before I pass on to some of the topics, to which I |)ropose 
to refer in my speech, 1 would like to take this opportunity of 
offering my felicitations to oin friend, Shri Gopaldas P. Kapadia, 
wlio has been uiianimously electcxl as the President of the 
Chamber' for the ensuing year. Shri Kapadia has a dis- 
tinguished record in his jirofession of Accountancy and enjoys 
a pre-cmiinent position in the line. Fie has, in no small measure, 
contributed to its organisation on a sound footing, and it was 
in recognition of his unremitting efforts that lie was elected as 
the first President of the Institute of Chartered Accountants of 
India. He also led the Indian Delegation to the International 
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Congress on Accounting held at London in 1952. With his 
proiound insight and background of knowledge and experience 
regarding law and practice of Joint Stock Companies, he made 
valuable contribution in formulating the provisions relating to 
Auditing and Accounts, as a Member of the Company Law 
Conunittec. He has been recently appointed a Member of the 
Sale Tax Inquiry Committee by the Government of Bombay, 
which is to undertake a comprehensive inquiry into the 
stnu ture and basis of Sales-taxation in the State. He has also 
been a Member of the Committee of tlie Federation of Indian 
Chambers of Commerce & Industry for the last three years. 1 
have v\o doubt that Ids intimate knowledge and deep study of 
taxation laws obtaining in dilferent countries will stand him 
in good stead and he wall be able to successfully guide the 
all airs of the Chamber. 

I should also like to congratulate Shri ladchand Hirachand 
on liis election as the Vi( c-President of the Chamber. Shri lad- 
(hand belongs to the illustrious House of Walchand Hirachand, 
which holds an important position in the industrial life ol the 
country and has a record of service in the promotion of ship- 
ping, automobiles, electrical equipment, sugar, etc. Shri Lal- 
chand is also a Member of the Rajya Sabha since 1952. I am 
sure, with his rich and varied experience in the sphere of in- 
dustry, he would prove to be of considerable help and co- 
operation to Shri Gopaldas in guiding the activitits of the 
(diarnber. 

Economic Conditions : 

The year under review^ was fidl of stresses and strains 
following in the wake of launching ol the bold and massive 
Second luve-Year Plan. In the context of the objectives and 
the stupendous problem of ‘breaking the vicious circle of 
poverty the Second Plan may not be described as over- 
ambitious. But the crisis of development came so suddenly and 
we were confronted with the inherent shortcomings, contradic- 
tions and structural bottlenecks, |)crhaps inevitable in a back- 
ward economy, on so many fronts, that the cumulative effect 
was in terms of a general sense of frustration, despair and un- 
certainty about the future. Even the authorities seem to have 
been taken unawxares and were not prepared for certain deve- 
lopments. The atmosphere of hope and confidence that pre- 
vailed at the end of the First Five-Year Plan was, within a year, 
transformed, compelling serious re-assessment and re-appraisal 
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on the economic front. We were required to work out a 
rational re-adjustment of our development programme in terms 
of evolving a scheme of priorities, so as to save what has been 
described as the core of the Plan. An attempt to accelerate 
the tempo of developmental activities resulted into a spurt of 
inllationary pressures in the economy on the one hand, and a 
rapid depletion of our foreign exchange resources on the other, 
almost (leating a veritable ciisis in our balance of payments 
position, dhe Suez Canal crisis meant a virtual Idockadc f)f 
our import-export trade, leading to enormous rise in the cost 
of imports. The deteriorating food situation, as a result oi 
severe drought and floods in certain areas of the coimtry, 
necessitated import of fcKKlgrains in bulk from abroad. 
Cioupled with this, during the year, the unprecedented and 
extraordinary taxation measures in quick succession had a 
cunudative effect of rudely shaking the confidence of tlu' com- 
mercial community. The fears and apprehensions enteitained 
by the commercial community as to the repercussions of the 
several taxation measures on the economy of the country as a 
whole were communicated to the Government of India. The 
incessant increase in corporate taxation, such as enhancement 
of penal tax on bonus shares and the basic rate of income-tax 
and the effective rate of siqrer-tax payable by companies were 
such as would have a retarding effect on corporate enterprise 
under the private sector. In addition, the scheme of com- 
pulsory deposits, the application of w'calth tax on companies 
and a host of other measures wore suflicient to dampen the 
enthusiasm of the investor and the entrepreneur alike. The 
problems and difficulties fating thet country' are indeed^ a chal- 
lenge to our resourcefulness and ingenuity. In meeting this 
tremendous challenge of the times, which our Prime Minister 
has aptly describcxl as ‘a great advemture of building our great 
country ’, every effort should be made to fight the defeatist ^ 
mentality and create the right atmosphere of hope and self- 
confidence enabling the nation to march forward unitedly and 
with determination. This places on the one hand a gieat 
responsibility on the Government and their success in creating 
the right psychology and the spirit w'ould depend upon the 
measure of pragmatic and realistic apjiroach they are able to 
show in the formulation of policies. In this context, I wel- 
come the emphasis placed by the Prime Minister on the 
practical and realistic approach to the problems facing the 
country and the sober realisation that it would not be correct 
to equate doctrinaire nationalisation with socialism. The 
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people on the other hand must cheerfully undertake the 
arduous task of increasing national production on all fionts 
not only to raise the standard of living of the people, but also 
to create conditions of capital formation so essential in accelerat- 
ing the pace of economic development of the country. 

Price Trends : 

As a result of the progressive rise in the Plan investment 
every year, with Rs. 343 crores in 1953-54 to Rs. 761 crores in 
1955-57 and the estimated investment of nearly Rs. 900 crores 
in 1957-58, the money supply has also gone up from Rs. l,7r)5 
oores in 1953 to Rs. 2,248 crores in September 1957. I.eft to 
itsell this fact W'ould have led to serious inflationary 
pressures in the economy as were noticed by the continuous 
rise in prices till August 1957. The deficit financing by the 
Public Sector during the year upto November 1957 was of the 
order of Rs. 417 crores, nearly twite as much as in 1956. In 
addition to this, the Bank credit provided to the Private Sector 
was to the* tune of Rs. 74 crores. The danger of heavy 
inflationaiy jtressurcs consetjuent upon deficit financing during 
the year was counter-acted by heavy depiction in foreign 
exthange reserves which has brought down the balances to 
nearly Rs. 300 crores, a precariously low level lor metaling any 
of our commitments. This jirocess was further helped by the 
stringent control exercised by the Reserve Bank over advances 
in inirsuance of its policy of selective control and series of other 
anti-inllationary measures adopted by the Government. How- 
ever, with the shrinkage of the foreign excJiange reserves the 
neutralising factor will no longer be avail: blc and we will have 
to exercise greater vigilance over the inflationary forces. 

Price changes over the year 1957 reveal divergent trends of 
advance and retreat. The general indc!x of wholesale prices 
(base 1952-1953 == 100) increased from 98 in March 1950 to 106 
m March 1957 and touched the peak in August at 113.5 show- 
ing a rise of nearly I IC; . This rise was shared practically by 
all the major groups although it was most pronounced in the 
case of cereals which registered a ri,se of 19 points. The index 
of industrial raw materials had movcxl from 111 to 122 and the 
manufactured articles from 103 to 109. The later months 
reveal a reversal in the price trend. The index of food articles 
has dropped from 113.5 in August to 104.3 in December and 
the index of industrial raw materials has shown a decline from 
122.3 to 115.5 for the same period. Prices of manufactured 
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goods have also shown a downward trend though not ot a very 
appreciable nature. 

Trends in Production ; 

Despite an irurease ol nearly 6 per cent in loodgrains over 
the level reached in 1955 56, the lood situation in the cotintry 
continued to cause anxious concern during the wliole year, 
rhe continuing overall deficit in loodgrains would result in 
a lieavy dralt ol about Rs. 100 to 150 crores a year on our 
slender ioreign exchange resources il die situation is not 
remedied by an all-out effort to increase food production in the 
country. As has been rightly emphasized, the very success ot 
the Second Plan and the progress envisagcul under the same in 
terms cjf rapid industrialisation of the country largely depends 
on our agricultural production and this constitutes the very 
fotindation on which our economic edifice can be built. The 
country must be prepared to lace the challenge on a national 
scale with a sense ol urgency. As the Prime Minister has put it 
“ if the food problem is not solved, then everything will 
collapse Given the necessary spirit of co-operation and 
d(!termination on the part of the people, it shotdd be possible 
for us not only to achieve the revised target of 15.5 million tons 
but even double our lood production over the next five years 
by adoption ol intensive cultivation ol about 55 million acres 
ol land in the country fed by irrigation and another 45 million 
acres asstned ol water-supply from other sources, fn short we 
must aim at attaining self-sufficiency in respect of our foml- 
grains req u irements. 

Industrial production has .shown a fairly steady rise and 
the tempo has been gathering momentum from year to year. 
The index for industrial j)roduction with 1951 as the base year 
improved steadily from lOa.G in 1952 to 105.6 in 1953 to 112.9^ 
in 1951 to 122.1 in 1955 and 133.0 in 1956. The index of 
production dtiring the first 6 months ol 1957 was even higher 
than the average lor the wliole of 1956 and works out at about 
148.8. Substantial increases have been recorded in iron and 
steel, cement, coal, cotton textiles, sugar, electricity supply, 
transport and engineering industries. 

The rising tempo ol industrial production is indeed a 
silver lining in our economic horizon which augurs well for the 
future. It is also a matter for satisfaction that the efforts of 
our Finance Minister during his recent tour at removing mis- 
apprehensions and misunderstandings in some of the indus- 
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trially advanced countries of the West, regarding our basic 
policies and principles and particularly the Governments 
attitude on the question of nationalisation and the role of the 
private sector have borne some fruit. In this context the 
recent oiler of new loans aggregating $225 million by the United 
States deserves to be welcomed though it does not come u|) to 
our expectations. It is however reasonable to hope that more 
aid would be forthcoming during the remaining period of the 
Sexond Plan from the same source. In addition, the j)r()spect 
of an advance of $100 million from the World Bank for the 
development of ports, j)ower and other projects, the recent 
agreement entered into with France in terms of which India 
could avail of credit facilities for about Rs. 20 crores, the satis- 
factory progiess made in the negotiations for a yen loan of 
Rs. 25 crores from Japan, and the cluuues of securing deferrtxl 
credit from W'^est (remiany would certainly help in narrowing 
the wide foreign exchange gap which confronts us. 

I have always held that both pirblic and private sectors 
can play a really vital role in the tremendous task of national 
reconstruction that we have undertaken. I would urge the 
authorities to shed their ideological bias and give suitable 
opportunity to the private sector which has shown necessary 
vitality in the past and \vhich holds ecpially great promise in 
tire future to contribute its fullest mite in tire economic re- 
generation of tlie country. The performance of the private 
sector during the First Plan period has been acclaimed as com- 
mendable inasmuch as it not only fulfilled the targets but 
exceeded the same in several respects. Even during the Second 
Plan, it has taken sufficient initiative in fulfilling the allotted 
task, despite the several handicajrs and restrictive conditions 
within which it has to operate. I hope the Government will 
do all in its power while formulating various economic policies 
monctaiy, fiscal, labour and taxation — to revive the entre- 
preneurial and investment confidence, which was seriously 
impaired tis a result of certain jrolicics pursued during the year 
under review. 


Reorientation in Taxation Policies : 

The recent trends in personal and corporate taxation in 
the country have been causing a great deal of concern and 
anxiety to the industrial and business community, as at a time 
when the country has launched upon an ambitious programme 
of rapid industrialisation and economic development, they have 



IX 


INDIAN merchants' CHAMBER 

been impeding and acting as serious disincentives tor savings 
and investment in the economy. As the Budget tor tlie year 
1958-59 will be presented to the Union Parliament shortly, 1 
feel 1 should take the present opportunity to review briefly the 
taxation policy and measures of Government, with a view to 
emphasizing the need for a pro{)er reorientation thereof, which 
would encourage and assist the process of savings and capital 
formation within the country as also attract sufficient foreign 
capital for investments here. 

We are all awarc‘ of the acute foreign exchange position 
facing thc! country, which underlines the imperative need for 
the flowing in ancl investment of foreign capital in the country. 
Even tliough foreign capital cannot by itself be said to have 
played a dominant role in the industrial growth of any nation, 
in the context of our difficulty in mobilising sufficient internal 
resources on account of the low’ per capita income and conse- 
quently the savings of the community as also the necessity for 
securing capital equipment and machinery from abroad for our 
developmental activities, the place and position of foreign aid 
and capital cannot be gainsaid. It, however, goes without say- 
ing that any foreign participation should not have strings 
attached to it nor should it be such as to jeopardize the indepen- 
dence of the country or cast even a shadow^ of economic domi- 
nation on the country as a w^hole. 

While certain incentives in the shape of tax concessions 
afforded in recent years, both in regard to domestic resources as 
well as foreign investments, are appropriate and welcome so 
far as they go, in order to make such concessions more effective 
and incidentally to realise in a full measure the aims under- 
lying them it is absolutely essential that those concessions should 
be properly reviewed and suitably modified in somet desirable 
directions. • 

In the fiehl of personal taxation, the (oiuessions already in 
existence for foreign technical personnel should be made more 
favourable and attractive ancl the question of extending the 
same to a certain number of essential foreign personnel 
employed in enterprises involving foreign investments should 
be examined, in view^ of the fact that the cumulative burden of 
the tax on foreign personnel employed in India is gieater than 
that prevalent in certain other countries. As w’e stand in need 
of more and more technical know-how from industrially 
advanced countries, the necessity for early action in this direc- 
tion cannot too strongly be stressed. In regard to corporate 
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taxation ns well, a similar situation is reportetl to bo obtaining 
in our country, inasmuch as the level of taxation on foreign 
companies' investments in India is higher than the rates to 
which they arc suitjected in most other countries wherein 
foreign capital is being employed. Further, measures like the 
capital gains tax, compulsory dejiosit scheme, tax on bonus 
share issues, excess dividend tax, the recently instituted wealth 
tax and expenditure tax have till been acting as serious deter- 
rents to and scaring away ptospective foreign investors in India, 
as most of these lorms ol taxation aie not existing in other 
countrit's which are dc'veloped or under-deseloped. Again, in 
the matter of double taxation, except with a few small conn- 
t) ies like Pakistan, C.cylon. etc., the Gosernment of India have 
not concluded treaties for exemption of double taxation. At 
tlie present stage of our economy, tltere is great urgency for our 
entering into such treaties with important cotintries like the 
TJ.S.A., the U.K., West Germany, Japan and others, if we are 
to attract cajiital and investments from these countries. Gov- 
ernment should, therefore, consider without any furtlier loss of 
time the cjuestion of concluding double taxation avoidance 
agicements, particidarly in the first instance with those nations 
which have already invested, or are likely to be in a position to 
invest, in our country, as such agreements would helr> the 
creation of tlie reejuisite psychological climate. 


Foi the rapid industrialisation and economic development 
of the country, a sound and healthy titmosphere for the form;i 
tion, growth and retention of prodiic tive capit.il and resources 
within the economy are indis])cnsablc jirc-rcxjuisites. In fact 
to ejuote the words of the Indian Industrial Delegation that 
vrsitecl last year the United States and cert.iin cxintinental cotin- 
""r capacity to avail ourselves of these 
iatilities largely depends ujion our aliility to raise money in 
India itsell withotit which it would be iinjiossifile to utilise 
credits from abroad ”. It is. however, unfortunate tliat tlie 
recent trends in taxation policy and measures of Government 
on individuals and coijiorate enterprise have increasc'd their 
burden to a great extent that they have caitirely lost siglit of 
the tax-1>eanng cajiacity of the community. The more dis- 
concerting leature of the situation is that the various imiiosts 
not only on individuals but also on corporate undertakings 
lave been stepped up to an extraordinary level, thereby 
seriously affecting the .savings and investment potential or 
capacity of both. As though these were not enough, the new 
forms ol Wealth Tax and Expenditure 7’ax have been included 
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in the tax system, thereby still crippling the resources ol cor- 
porate establishments as also individual citizens. Whatever 
may be the ideological considerations underlying these 
measures, the existing state of tilings, whereunder the country 
requires in an abundant measure caj)ital lormation and invest- 
ment in industrial units, should not l)c allowed to suffer a set- 
back in any way, il we have to achieve the aims and objectives 
that we have set belore ourselves for the economic and all- 
round regeneration of our nation. 

In this connection, 1 may mention that a study of the 
evolution of the taxation structure in ihe advancc‘d countries 
of the world shows that the trends have been to assist healthy 
formation, growth and retention ol |)roductive ca])ital and re- 
sc^urces, by not imposing heavy or irksome burdens either on 
the corporate sector or orr individuals during the crucial for- 
mativc^ periods ol industrialisation. Investments in corporate 
undertakings emanate from the savings ol individuals and, if 
industrial development in the private sector has to proceed 
ahead in terms ol the targets allotted in the Plan, it is of the 
utmost im|)(^rtance that the existing rates of taxation, heath on 
earned and uitearned incomes, should be substantially reduced 
from tire high levels tlrey liave reachcxl. Tliere is all the greater 
force for such a case, because the new wc'alth tax and cxpc'ndi- 
tui'c tax levies lia\ e added to the tax burden c')! the community, 
Icxaving {)ractic:ally vT'ry little margin for savings and investment. 
Government should, therefore, earnestly give their thought to 
early action in this direction and should effectively assist the 
creation of a better and sounder climate, by gradually decreas- 
ing the rates of personal taxation for the highest slab from the 
present 77 per cent for earned incomes to 50 per cent and a 
similar reduction for unearned incomes as well. If productive 
enterprise has to be sustained and alforded a real impetus for ^ 
a further gixnvth and development, the same could be achieved 
only by having the rates of personal taxation at the lowest 
j)Ossible level. 

Coming to the taxation on corporate entcaprisc, as you all 
know^, the Chamber has been taking all reasonable opportu- 
nitic's to drive liomc to Government the inecpiity and injustice 
involved both in regarxl to the increases effected in the rates 
as also on account of the novel levies, such as wealth tax, c:om- 
pidsory deposit scheme, excess dividend tax, tax on bonus shares, 
etc. A wealth tax on companies cannot at all be justified on 
any accepted principle of taxation. The compulsoi 7 deposit 
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scheme has caused great difficulty both to the domestic as well 
as to foreign business interests, as the same is likely to seriously 
disorganise the working of industrial units. No doubt, the 
operation of the scheme has been made simpler than what was 
originally intended, and in June last the Finance Minister 
announced that the proposal was a temporary expedient and 
was subject to change in tlic liglit of the developing circum- 
stances. However, both with a view to allay the fears of 
foreign companies as also to enable domestic corporate enter- 
prise to play their jxtrt fully in rapid industrialisation, it is 
essential that Government should withdraw the sclieme at a 
very early date. 1 he continuance of a levy of a tax on excess 
dividend distribution is a contradiction in terms, when the same 
is imjrosed simultaneously with a tax on bonus issues. In any 
event, the minimum of 6 per cent return exempted from the 
additional graded tax on dividend should be calculated not 
merely on the paichu|) capital but also on the capital employed, 
viz. paid-up capital plus reserves. Again, the check on distribu- 
tion of dividend by the graded tax should not be applicable 
to Section 2SA companies, since in the case of such companies 
the recpiirements of law contemplate distribution of a sub- 
stantial proportion of the profits. The Chamber had stressed 
from time to time that the tax on bonus issues has been imposed 
in contravention of the recommendation of the Taxation 
Inquiry Commission. Distribution of accumulated reserves in 
the form of bonus shares, which have already borne tax, can- 
not be deemed to be income in the hands of the recipients. 

Role of Labour : 

Labour in India has made many great strides both orgairisa- 
tionally and from the point of view^ of welfare during the past 
ten years followa'ng the achievement of Independence. Lal>our 
has not only been the reci|)ierrt of higher money incomes but 
has also been the beneficiaries of numerous w^clfare measures 
w^hich have |)ushed up tlieir real incomes a|)|)reciably. The 
smaller number’ of Irotiis, the better conditions of work and 
more congenial environments have made the lot of industrial 
worker relatively happier and better. In fact, labour legisla- 
tion in India has Ireen planned and [mshed forward on such a 
rapid scale that it has started to exercise a baneful effect on the 
economy firstly by inflating the cost of production of the indus- 
tries and secondly by generating an atmosphere of discontent 
and an urge for similar increased benefits in the non-industrial 
sector as has been indicated by the series of strike threats in 
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the Central Government Services. This has brought home the 
fact that the tendency to treat one section of the population as 
the privileged class and single them out for conferment of nioie 
and more benefits could not be continued for long and that the 
benefits of progress or greater develoj)ment in a democratic 
set-up should be distributed equitably to all sections of society. 
While the social basis of welfare measures can readily commend 
itself, our enthusiasm should not over-iuii the limits of practical 
prudence. 1 am meiitioiiing tiiis not with a view to suggest 
that the Industrial worker has got all that he wants and that 
his standard of living leaves nothing to be desired. C.ompared 
to some of the advanced countries of the West, much more 
remains to be achieved for the industrial woikei and our con- 
stant aim should be to achieve a steady and |)rogressive improve- 
ment in working conditions and living standards. What 1 wish 
to emphasize is that lalronr has to march in step with the rest 
of the society and their' jrrogiess should be (onsistent with the 
basic determinants like the capacity of the industry, its need 
for future growth and ex|>ansion and the larger interests of 
national economy. Much as tlicy would claim the tewMids of 
industrial advancement, it is the duty of labour to sec that the 
natiotr grows in solidarity and cohesion and to ensure that the 
economy of the country is put on an even keel. Es}.)e(ially in 
tlie present context, wiuar we are passing through rough 
weatlicr so far as the implementation of the Second Five-Year 
Plan is considered, I would particularly appeal to the 
enlightened trade union leadership to instil in tire workers a 
sense of responsibility and co-operation so that the path of pro- 
gress is not deterred cither by pressing for unreasonable or dis- 
pro|rortionate demand for higher wages or increased amenities 
or by withdrawing their valued co-operation in the task of 
national reconstruction by indiscipline, absenteeism, go-slow 
tactics, strikes and so on. Strength and stability are the^ 
essential requisites of a developing economy and the degree 
of control that we can exercise over the cost of production in 
manufacturing industries will determine our siucess in iichiev- 
ing that strength and stability. Labour can make a vital con- 
tribution to tile economic stability and progress of the country 
provided there is a sense of community of purpose and interest 
between management and labour. 

The averred purpose of every economic development is to 
raise standards of living. There is, however, no short-cut for 
achieving this objective. I he millennium cannot descend 
down to the earth as though by a magic wand nor can it be 
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brought about by legislation. Living standards are determined 
basically by the availability ol consumer goods and services. 
When the supply ol these goods and services increases more 
rapidly than population, average living standards rise ; con- 
versely, they fall. It has thus been conceded that an acceptable 
.standard of living for the mass of the population is possible 
partindarly in an under-developed country like India, only if 
a considerable increase in productivity can be achieved. With- 
out iiu reasing national income, it is not possible to raise the 
standard ol living of tlie working t la.vs. Im l ease in wages and 
grant of l)el((r living conditifins without irurtaising efiiciency 
and per (dpild jirodintion will increase' the cost ol production 
wliich will int^vitablv be followed Iry increase in the prices of 
goods and commodities. A vicious wage-price spiral will tlien 
be creatc'd which will not benefit anyfiody, but on the contrary 
will only retard economic growth. Lalionr, imlmt'd with a 
sense of realism and .self-interest, shoidd lay the greatest 
ern{)}iasis on higher productivity atid should show a degree of 
restraint in rc'gard to demand lor higlier wages or amenities at 
least for tlie jieriod ol the Second Plan, if we are not to be 
caught in the vortex of inllation which is threatening to unch'i- 
minc our Second Plan. 

The achievement of higher productivity is, however, by 
no means an easy task. A rapid increase in productivity would 
rec^uire the whole hearted c c)-c)|.)eration and lull partic iiration 
of the whole jreople. 'The problem is essentially one of human 
motivation. Apart from economic factors and limitations, the 
human factor, vi/. the* approach of labour and management to 
this most important problem is of crucial significance. It is, 
therefore, incumbent on all of us. Government, Em|)loycrs and 
the Knifdoyees, to create such social and psychological factors as 
woidd inspire the people to ])ut lorth tlieir best ellorts in tire 
iTii{)leirientation of our development programmes and to make 
such sacrihees and extend such spirit of accenumodation as 
would b(' demanded by the larger long-term interests ol our 
national eccrriomy. In point o( fact, botfi capital and labour, 
regarded as joint partners in the great adventure of uatioti build- 
ing, slioidd be |>re}rarcd to undergo a certain amount of stress 
and sacrifice that an accelerated tempo of economic advance 
would inevitably impose on tlictn and should lie ready to share, 
ill due time, the rewards of such a joint endeavour for the 
ccammon good of the common man. If on the contrary they 
regard themselves as belonging to two warring camps eager only 
to snatch the maximum concessions and benefits to oneself, 
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unmindful of its repercussions on the national economy, our 
struggle for national development will not meet with the desired 
success. It is the spirit of partnership that should guide our 
approach to problems of industrial relations, no matter 
whether the problem is one of productivity, or participation of 
workers in management or improvement of working and living 
coudiiions or higher wages. We recognise that labour occupies 
an important position iji the economy of our country and are 
const ions of the virtues of a (on tended labour force. The need 
of tlie hour is to narrotv down the divergence and the steming 
fonflict of interest betweerr capital and labour by emphasizing 
their mutual inter-dependence and by the incidcation of pro- 
gressive ideas of business management and industrial relations. 
I1ie j)roeeedings of the Ninth Annual Session of the Indian 
National Trade I hi ion Congress which was held in Madurai 
last moiuh are specially noteworthy lor the greater sense of 
rtadism displayed by tire Icadcas in that they have recognised 
that a real improvement in the conditions of the workers, as 
well as others, can (orne only if there is increased production. 
Stressirrg the im|)ortan((? of labour relations and the proper 
organisation of labour in a disciplined way, Shri Jawaharlal 
N(‘hni, in his message^ to the Conference has struck the right 
note in the following words : 

“ This organisation, however, while building up the 
strength of organised labour should not indulge in 
adventurist tactics which injure not only the country 
but the cause of Inbour. We are all interested in raising 
tlic standards and living conditions of workers. But it is 
obvious tlint tin’s (an only be achieved through greater 
production and anything that comes in the way of that 
])rodtiction is harmful to all.” 

Modern industry is a co-operative effort, capable of conferring * 
collective btaielits of a lasting (haractia' and it is upto us to 
make the best use of it tor ushering in a new economic order 
which will b(* strong, staldt* and self-sustaining and will con- 
tribute ever more to India’s greatness and growth. 

1 take this oj)]3oi tunity of thanking the Secretary, Mr. A. C. 
Ramalingam, the Deputy Secretary, Mr. C. L. Gheevala, and 
their loyal and able band of stall lor their unstinted service to 
the Cliamber. I have no hesitation in saying that all of tliem 
have been uniformly helpful in making the task easy for the 
President, Vice-President and the Members of the Committee. 
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I now propose the adoption of the Report of the Ciommittee 
and the Audited Statement of Accounts of the Chamber for the 

year 1957. 

5. Shri Gopaldas P. Kapadia, the Incoming President, 
thanked the Members of the Chambers for having elected him 
as the President tor the year and observed that he would exert 
liimself to the utmost in carrying forward the useiul work of 
the (Chamber and would particularly endeavour to implement 
the various developmental activities under consideration in con- 
nection with the Golden jubilee Celebrations of the Chandler. 
He availed himself of the oj)portunity to pay a warm tribute 
to the retiring President and mentioned that it was in the htness 
of tilings that a person of such rare qualities of head and 
heart had presided over the affairs of the Chamber during its 
Golden Jiilnlee Year. Shri Lalchand Hirachand thanked the 
Members for having elected him as the VicC'Prcsident and ob- 
served that he woidd endeavour his best to be of service to the 
Chamber, and through it to the Commercial community. 

1. Ill the discussion that followed several members parti- 
cipated. Shri |. B. Shah in his observations referred to the 
functions arranged in connection with tlie (rolden Jubilee Cele- 
brations of the CdKimber and suggested that arrangements at 
such functions should be more systematically planned in order 
to enable the large number of members to j)articipate in 
them in an adequate manner. Referring to the point made 
by the President in his Speech that Government’s economic 
policy during the year had largely impaired entrepreneurial 
and investment confidence, Shri Shah observed that production 
all round appeared to be increasing and this indicated that 
perhaps the contention that there was dearth of capital was not 
(|uite justified. He was also of the view that instead o( voicing 
the objections to various taxation measures of the Govern- 
ment of India, the business community should come forward 
and make concrete suggestions to (Government in this regard. 
He strongly felt tliat more than any otlier section of society it 
was the middle-class that had to bear the brunt of various 
im])osts and levies. He reitc^rated his view that unless labour 
was divorced from its political association, the situation in that 
regard would continue to be difficult. As a measure in the 
direction of removing the dissatisfaction of the labour he urged 
that steps should be taken for arranging for the supply of items 
of daily necessities such as foodgrains, vegetable oils, cloth, etc. 
at subsidised prices. In conclusion he complimented the re- 
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tiring President for the deference with which he had always 
patiently heard the point of view of members. Shri Chandulal 
Sarabhai referred to the day-to-day difficulties arising out of 
Customs and Port Trust procedures and urged that energetic 
steps should be taken with a view to finding a solution to such 
dilliculties. He also referred to the difficulties experienced by 
those who sustained loss as a result of damage to their pro- 
perties in Burma during the last war and expressed disappoint- 
ment at the fact that even after such a long lapse of time, Gov- 
ernment had not finalised arrangements for settling such claims. 

He made a reference to the Statement of Accounts of the 
Chamber for the year and requested clarification of certain 
items of expenditure such as depreciation, exjienditure on heat- 
ing and lighting, motor car maintenance charges, etc. Shri 
y. V. Bhagat particularly stressed that sustained eliorts should 
be made in the direction of developmental ac tivities befitting 
the Golden Jubilee. Year of the Chamber. Shri Babubhai M. 
Chinai in his observations emphasized the fact iliat various 
governmental policies had led to the creation ol conditions 
under which the prospects for formation of new capital were 
not really bright. He felt that the business community was 
passing through difficult times and at such a juncture it was 
necessary that all members should be united and place before 
Government through the Chamber their considered views and 
suggestions in regard to various governmental policies affecting 
trade, commerce and industry. He also mentioned that 
representatives of the Chamber on the Bombay Port Trust 
endeavoured to have the various procedural difficulties 
removed ; it often however happened that in spite of their 
efforts they were not always able to achieve substantial results 
due perhaps to unhelpful attitude on the part of the adminis- 
tration. Shri B. M. Choksi observed that in his view the busi- 
ness community had difficult times to face and in that context ^ 
it was necessary that all members of the community should be 
united and speak with one voice. He also urged that the re- 
presentatives on the various Public Bodies should take energetic 
steps for resolving the difficulties of members coming within 
the scope of the work of such Public Bodies and in doing so 
should prominently bear in mind the general view of the trade 
concerned on various points that came up for consideration 
before such Committees. Shri Soonderdas Morarji urged that 
the time had come when one should look at the problems of 
trade, commerce and industry more objectively and merchants 
should conduct themselves in such a manner which while sub- 
n 
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servinK their interests would also assist in the realisation of the 
larger objectives before the country. Shri B. A. Trivedi in his 
observations particularly requested the examination of the feasi- 
bility of introdudiig a procedure whereby at the General 
Meeting of the Chamber, resolutiotis on subjects of topcal 
interest could be brought forward lor discussion. Shri S. B. 
Todi felt that a subcommittee should be appointed to go into 
the complaints of day-to-day difficulties of members in relation 
to their dealings with the Port Trust and the Customs so that 
such a sub committee after studying such complaints could re- 
commend ap|)ropiiate action being taken on the same. Shn 
N. R. Patel particularly referred to the fall in the membership 
of the Chamber and in suggesting a review o( this a.spcct made 
detailed suggestions calculated to assist the drive foi increasing 
the membersldp ol the Chamber. Shri K. J. Ashar, Shri S. M. 
Dahanukar, Shri Jivram Tokersey, Shri Babulal Bubna and 
Shri K. B. Sethna also participated in the discussion. 

Shri Naval H. Tata, President, then moved the following 
Resolution : 

“ RESOLVED that the Annual Report of the Committee 
and the Audited Statement ol Accounts ol the Chamber 
for the year 1957 be received and adopted." 

Shri Gopalda.s P. Kapadia seconded the Resolution and on 
being put to vote was carried unanimously. 

5. The declaration of the result of the Election of OfFice- 
Bcarers of the Cihamber for the year 1958 was read by the 
Secretary and the same was recorded. 

6. Shri Dhirajlal Maganlal proposed that Messrs. Devidas 
Vithaldas be appointed auditors of the Chamber for the year 
1958 and that their remuneration for the work be fixed at Rs. 
400. The same was seconded by Slni Mohanlal A. Parikh and 
on being jmt to vote was carried unanimously. 

7. The President then presented to the Members of the 
Staff of the Chamber, mementos in commemoration of the 
Golden Jubilee of tlie (Chamber. 

8. Shri M. A. Master moving a vote of thanks to the 
Chair complimented the President for having guided the 
affairs of the Chamber in an able manner during tlie year. 
The retiring President, he observed, had not only maintained 
the high traditions of the Chamber but had endeavoured to set 
up new standard of leadership. He wished Shri Tata success 
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in wider spheres of activity. He also took the opportunity of 
welcoming the incoming President, Shri Gopaldas P. Kapadia, 
and observed that his ability and scholarship convinced one that 
with the able support of Shri Lalchand Hirachand, the incoming 
Vice-President, he would amply justily the confidence reposed 
in him. 

Shri Babiihhai M. Chinai and Sliri Dhirajlal Maganlal 
ioined in thanking the retiring President ior the untiring zeal 
and sincerity with which he had devoted himsell to his duties 
as the President ot the Chamber lor the year. The vote of 
thanks was carried with acclamation. 

The meeting then terminated. 
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1916— 17 
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1922 
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1924 

1925 

1926 

1927 

1928 


Sir Manmohandas Ramji. 

Sir Purshotamdas Thakurdas, C.LE., M.B.E. 

Sir Fazulbhoy Cfurrimbhoy, C.B.E. 

Sir Dinshaw Edulji Wacha. 

Sir Lallubhai Samaldas, C.LE. 

Sir Vithaldas D. Thakersey. 

Sir Chunilal V. Mehta, K.fa.S.I. 

Shri Jehangir Bomanji Petit. 

Shri Laiji Naranji. 

Sir Purshotamdas Thakurdas, C.LE., M.B.E. 

Sir Fazulbhoy Currimbhoy, C.B.E, (Irom 24-2-23 to • 
3-9-23). 

Shri Devidas Madhowji Thakersey (from 4-9-23 to 
25-1-24). 

Sir Manmohandas Ramji. 

Sir Phiroze C". Sethna, O.B.E. 

Shri Laiji Naranji. 

Shri Walchand Hirachand. 

Sir Shapurji B. Billimoria, Kt., M.B.E. (from 31-1-28 
to 20-3-28). 
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Sir H. P. Mody (from 30-3-28 to 17-7-28) and 
Shri L. R. Tairsee (from 28-7-28). 

1929 Shri L. R. Tairsee. 

1930 Shri Hooseinbhoy A. Laljee. 

1931 Sir Chunilal V. Mehta, K.C.S.l. 

1932 Sir K. N. Karaiijia (till November). 

Shri Mathuradas C. Matani (November to January). 

1933 Sir Manmohaiidas Rarnji. 

1934 Sir Mathuradas Vissanji, Kt. 

1935 Shri Manu Subedar. 

193(3 The Hoii’ble Sir Rahimtoola Chiiioy, Kt. 

1937 Hie ilon’ble Shri Govindlal Shivlal Motilal. 

1938 Sliri Gordhandas G. Morarji. 

1939 Shri J. C. Setalvad. 

1910 Sir Chunilal 13. Mehta. 

1941 Shri M. C. Ghia. 

1912 Shri J. C. Setalvad. 

1 943 Shri Hai idas M adhavdas. 

1944 Shri Pranlal Devkaran Nanjee. 

1915 Shri M. A. Master. 

194(3 Shri Mahomed Husein llasham Premji. 

1947 Sliri Ratilal Mulji Gandhi. 

1918 Shri Ramdas Kilachand. 

1919 Shri Bhawanji A. Khimji. 

1950 Shri R. G. Saraiya. 

1951 Shri Madanmohan R. Ruia. 

1952 Shri Ratilal M. Nanavati. 

Shri Pranlal Devkaran Nanjee. 

1953 Shri Ambalal Kilachand. 

1954 Shri Chimanlal B. Parikli. 

1955 Shri Babubhai M. Chinai. 

1956 Shri Murarji J. Vaidya. 

1957 Shri Naval H. Tata. 
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CHAMBER’S REPRESENTATIVES ON PUBLIC BODIES 


Bombay Port Trust : 

1. Shri B. D. Somani. 

2. Shri Devji Rattanscy. 

3. Shri Ambalal Kiladiand. 

4. Shri Gordhaiidas Jadavji. 

5. Shri Matliradas Haridas. 

6. Shri C. H. Bhabiia. 

Senate of Bombay University 

Shri M. A. Master. 

Indian Central Cotton Committee : 

Shri Ramdas Kilachand. 

Zonal Committee of the Central Railway : 

Shri Vallabhdas V. Mariwala. 

2k>nal Committee of the Western Railway : 

Shri Pravinchandra V. Gandhi. 

Divisional Railway Users’ Consultative Committee of the 

Central Railway : 

Shri Dhirajlal C. Modi. 

Divisional Railway Users’ Consultative Committee of the 

Western Railway : 

Ll.'Col. J. 1). Kothawala. 

Goods Traffic Local C:ommittee of the Western Railway : 

Shri Mohanlal A. Parikh. 

Port Import Advisory Committee : 

Shri BabulrlKn M. Chinai. 

Port Export Advisory Committee : 

Shri Sankalchand G. Shah. 

Institute of Science Advisory Committee : 

Dr. K. A. Hamicd. 

Indian Sailors’ Home Society : 

Shri M. J. Buch. 

Shri Vikramsinh Shoorji Vallabhdas. 
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Traffic Advisory Committee, Bombay : 

Shri Pravinchandra V. Gandhi. 

R. A. Podar College of Commerce : 

Shri Babubhai M, Chinai. 

Coal 8c Coke Advisory Committee : 

Shri Rasiklal C. Shall. 

State Transport Authority under the Motor Vehicles Act : 

Shri Dhirajlal Maganlal. 

Textile Trade Marks Act Advisory Committee : 

Shri S. P. Jain. 

Food Advisory Committee for Greater Bombay : 

Shri Ratilal M. Gandhi. 

Indian Central Coconut Committee : 

Shri P. T. John. 

State Advisory Council of Industries, Government of Bombay : 
Sim Naval H. Tata. 

Bombay State Council on Blindness : 

Shri Cdiandrakant S. Dcsai. 

Bombay City Social Education Committee : 

Shri Dhirajlal C. Modi, 

Posts and Telegraphs Regional Advisory Committee : 

Shri Soonderdas Morarjee. 

Labour Advisory Board, Government of Bombay : 

Shri Naval H. Tata. 

Regional Committee of the Rehabilitation Finance 
Administration : 

Sir Cliunilal B. Mehta. 

Telephone Advisory Committee : 

Shri C. H. Bhabha. 

Regional Employment Advisory Committee : 

Shri S. M. Dahanukar. 
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Committee for Introduction of Metric System of Weights and 
Measures : 

Shri Dhirajlal C. Modi, 

Senate of the S. N. D. T. Women’s University : 

Shri Dhirajlal C. Modi. 

Committee of Management for the Sick and Destitute Seamen 
Amenities Fund : 

Shri Pratapsinh Shoorji Vallabhdas. 


TRUSTEES OF THE CHAMBER 

Shri Gordliandas G. Morarji. 

Shri Chatrabhuj Gordhandas. 

Shri Bhawanji A. Khimji. 

Shri Ratilal M. Gandhi. 

Shri R. G. Saraiya. 


OFFICE-BEARERS FOR THE YEAR 1958 
President : 

Shri Gopaldas P. Kapadia. 

Vice-President : 

Shri Lalchand Hirachand. 

Members of the Committee : 

1. Shri K. M. D. Thackersey. 

2. ©r. R. C. Cooper. 

3. Shri Pallonji Shapoorji Mistry. 

4. „ Madanmohan R. Ruia. 

5. „ Dhirajlal Maganlal. 

6. Prof. M. P. Gandhi. 

7. Shri Tanubhai D. Desai. 

8. „ Chandrakant S. Desai. 

9 . „ Someshchandra M. Nanavaty. 

10. „ Dhirajlal C. Modi. 



XXIV 


REPORT OF THE 


11 . 

12 . 

13. 

H. 

15. 

16. 

17 . 

18 . 

19. 

20 . 
21 . 
22 . 

23. 

24. 


Shri Brijratan S. Mohatta. 

„ ScK)nderclas Morarjee. 

„ Babubliai M. Chinai. 

,, Murarji J. Vaidya. 

Ratansi Mulji. 

,, Bhogilal C. Shall. 

„ Pratap Bhogilal. 

„ Pratapsinh S. Vallabhdas. 
„ Gordhandas Bhagw’andas. 
,, Babulal Bubna. 

„ Sankalchand G. Shah. 

„ Dahyabhai V. Patel. 
Lt.-Col. J. D. Kothawala. 

Shri D. M. Desai, 


Co-opteci (5 Individuals): 

L vShri Naval H. Tata. 

2. „ M. A. Master. 

3. Sir C^unilal B. Mehta. 

4. Shri Ramnath A. Podar. 

5. „ Dharamsey M. Khatau. 

Co-opted (20 Associations): 

1. Africa k Overseas Exporters' Chamber (Shri Shantilal 

U. Shroff). 

2. All-India Bobbins Manufacturers’ Association (Shri 

Sohrab K. Khan). 

3. All-India Footwear Sc Rubber Goods Manufacturers’ 

Association (Shri Shriyans Prasad Jain). 

4. .All-India Razor Blade Manufacturers’ Association (Shri 

S. M. Dahanukar). 

5. Association of Electrical Undertakings (Bombay Pro- 

vince) (Shri N. C. Javeri). 

6. Bombay Cotton Merchants’ Sc Muccadams’ Association 

Ltd. (Shri Kamalnayan Bajaj). 

7. Bombay Grain Dealers’ Association (Shri K. M. Bhuj- 

puria). 

8. Bombay Metal Exchange Ltd. (Shri Gopaldas Aggar- 

wal). 
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9. Bombay Oilseeds & Oil Exchange Ltd. (Shri Mangulal 
Trikamlal). 

10. Bombay Piecegoods Merchants’ Mahajan (Shri Ratansi 

Champsi). 

11. Bombay Rice Merchants’ Association (Shri M. H. 

Hasham Premji). 

12. Engineering Association of India (Bombay Region 

Office) (Shri J. V. Patel). 

18. Elindustani Merchants’ Sc Commission Agents’ Associa- 
tion Ltd. (Shri Shivkumar Bhuwalka). 

14. Indian Motion Picture Distributors’ Association (Shri 

M. B. Billimoria). 

15. Indian National Steamship Owners’ AsscKiation (Smt. 

Sumati S. Morarji). 

16. Mahratta Chamber of Commerce Sc Industries (Shri 

G. V. Puranik). 

17. Pepper &: Ginger Merchants’ Association Ltd. (Shri 

Vallabhdas V. Mariwala). 

18. Rayon Manufacturers’ Association (Shri J. J. Ashar). 

19. Surat Chamber of Commerce (Shri Ranchhoddas 

T. Popawala). 

20. Tax Payers’ Association of India Ltd. (Shri V. D. 

Mazumdar). 


Ex-Officio : 

1. Shri Gordhandas G. Morarji. (Trustee of the Chamber). 

2. „ Chatrabhuj Gordhandas (Trustee of the Chamber). 

3. „ Bhawanji A. Khimji (Trustee of the Chamber). 

4. „ Ratilal M. Gandhi (Trustee of the Chamber). 

5. ,, R. G. Saraiya (Trustee of the Chamber). 

6. ,, B. D. Somani (Bombay Port Trust). 

7. „ Devji Raltansey (Bombay Port Trust). 

8. „ Ambalal Kiiachand (Bombay Port Trust). 

9. „ Gordhandas jadavji (Bombay Port Trust). 

10. „ Mathradas liaridas (Bombay Port Trust). 

11. „ C. H. Bhabha (Bombay Port Trust). 

12. „ Ramdas Kiiachand (Indian Central Cotton Com- 

mittee). 
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13. Shri Pravinchandra V. Gandhi (Western Rly. Zonal 

Rly. Users' Consultative Committee). 

14. „ Vallabhdas V, Mariwala (Central Rly. Zonal Rly. 

Users’ Consultative Committee). 

Shri A. C. Ramalingam (Secretary). 

„ C, L. Gheevala (Dy. Secretary). 


LIST OF JOURNALS & PERIODICALS RECEIVED IN 
THE LIBRARY OF THE INDIAN MERCHANTS' 
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Quarterly : 

Australian Journal of Agiicultural Research. 

Bulletin of the Bureau of Economics Sc Statistics, Bombay. 
Danish Foreign Office Journal. 

Economic Trends. 

Empire Cotton Growing Review. 

♦Foreign Affairs. 

India Quarterly. 

Indian Coconut Journal, 

Indian Cotton Growing Review. 

♦Indian Economic Journal. 

Indian Journal of Economics. 

Indian Journal of Social Work. 

Journal of Indian Institute of Bankers. 

Journal of the University of Bombay. 

Kureha Textile Review. 

Labour Review (U.K.). 

Metkin Journal. 

N.B.I. Review. 

Premier Automobile Journal. 

Prerana. 


Subscribed for by the Chamber. 
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Quarterly Journal of the Local SelLGovernment Institute. 
Records k Statistics. 

Rumanian Foreign Trade. 

Social Service Quarterly. 

Tata Quarterly. 

Trade k Industry of Japan. 

Monthly : 

Accounts relating to Foreign Trade of India. 

^Agricultural Situation in India. 

A.I.M.O. Journal. 

Airma Official Bulletin. 

♦Akhaiid Anand (Guj.). 

American Exporter. 

Association of British Chambers of Commerce Report. 
Auckland Chamber of Commerce Journal. 

Austral News. 

Australian Exporter (Bi-monthly). 

Austria Export (Bi-monthly). 

Automobile India. 

Automobile Magazine of India. 

Autospark. 

Bombay Civic Journal. 

Bombay Law Reporter. 

British Export Gazette. 

British Italian Trade Review. 

British Trade Journal k Export World. 

Bulletin for Industry. 

Bulletin of the Indian Coconut Committee. 

Business Digest. 

Ceylon Trade Journal. 

Chartered Accountant. 

Colourage. 

Coming Events. 

Conunerce Journal. 


Subscribed for by the Chamber. 
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Ct>mmercial Information (Yugoslavia). 

♦Company Cases. 

(>>mpany News. 

Oeciioslovak Economic Bulletin. 

Czechoslovak Foreign Trade. 

Czechoslovak Life. 

Czechoslovak Motor Review (Bi-monthly). 

Egyptian Bulletin (Bi-monthly). 

Egyptian Economic & Political Review. 

Engineering News of India. 

Export Anzeiger. 

Exports of Australia. 

F.B.L Review. 

Foreign Trade Digest (Canara Bank). 

♦Fortune (U.S.A.). 

French Economic & Technical Bulletin. 

Cennan Export. 

Guaranty Survey. 

Holland. 

I.C.C. News. 

Index. 

India. 

India Magazine (German Review for India). 

Indian Contrete Journal. 

Indian Elettrical Contractor & Trader. 

Indian Export Trade Journal. 

♦Indian Factories Journal (Fortnightly). 

♦Indian Labour Gazette. 

Indian Printer & Stationer. 

Indian Shipping. 

♦Indian Textile Journal. 

Indonesia. 

♦Industrial Court Reporter. 

Industrial Nottingham. 


THE 


Subscribed for by the Chamber. 
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Industry k Finance. 

Information Bulletin of the Chamber of Commerce (of 
Rumanian People’s Republic). 

Insurance and Banking. 

Insurance Review. 

International Chamber of Commerce Journal. 
International Financial Statistics, 
international Labour Review. 

Iraq News. 

I.S.I. Bulletin. 

Israel Export Journal, 

Italian Economic Survey (Bi monthly). 

Italian Trade News, 
japan Foreign I'rade News. 

Japan Trade Monthly. 

Joint Stock Companies Journal. 

Journal of Film Industry'. 

Journal of Indian Institute of Accountancy k Taxation. 
Journal of Industry k Trade. 

Journal of Motion Picture Society. 

Journal of Scientific k Industrial Research. 

Jute Bulletin. 

Khadi Gramodyog. 

^Labour Gazette (Bombay), 
l.abour Intelligence. 

^Labour Law Journal. 

Liverpool Trade Review. 

London Chamber of Commerce Journal. 

Machinery Lloyd. 

M.C.C. Trade Journal. 

Melbourne Chamber of Commerce Journal. 

Midland Bank Review. 

"^Monthly Abstract of Statistics. 

Monthly Economic Re}X)rt (Spain). 


Subscribed for by the Chamber. 
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Monthly Review of Federal Reserve Bank. 

Monthly Review of Trade Sc Industry. 

Monthly Review of Lloyds Bank. 

Monthly Review of National City Bank of New York. 
Mysore Commerce. 

Mysore Economic Review. 

Mysore Information Bulletin. 

Nethei lands. Industrial and Commercial. 

New Hungary. 

Paper Marketing News. 

Rajasthan Chamber Patrika. 

Record. 

^Reserve Bank of India Bulletin Sc Weekly Supplement. 
Rubber India. 

*Sales Tax Cases. 

State Transport Review. 

Survey of Economic Conditions in Japan. 

Swadeshi, 

Swedish Foreign Commerce. 

Swiss Industry Sc Trade. 

Syria Reports. 

Tad Gud Samachar. 

7 anner. 

Target. 

Taxation. 

Textile Age. 

7dmes Review' of Industry. 

1 obac CO B ull etin . 

Trade Bulletin (Hongkong). 

Transport. 

Udyog Vyapar Patrika. 

Ubersee Post. 

United Asia. 

United Commercial Bank Review. 


Subscribed for by the Chamber. 
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Your Committee have [ileasure in presenting this 50th 
Annual Reprt of your Chamber. During the course of the 
year 36 meetings of the Committee were held, the work done 
being of a varied and important nature. 


The 

grouped 

subjects dealt with by your Committee 
under the following main heads: — 

have 

been 

I. 

Transport and Communications 

(Page 

No. 

0 

II. 

Finance, Tariff and Taxation 

(Page 

No. 

26) 

III. 

Trade, Industrial and Labour 
Legislation 

(Page 

No. 

73) 

IV. 

General Trade and Industry 

(Page 

No. 

86) 

V. 

General 

(Page 

No. 

1 1 6) 




1. TRANSPORT AND COMMUNICATIONS 


Freight Surcharge due to closure of Suez ('anal and 
Liability therefor 

P'ollowino the closure of the Suez (Janal after the crisis 
m that zone, steamship companies, whicli were normally 
using the canal, decided to route their vessels via the ('ape 
of Good Hope. To meet the increased expenditure on 
account of the longer oceanic voyage, slnpping companies 
decided to levy a surcharge of 15"^/ on freight rates for 
cargoes so carried by them. Issues as regards tlic liability 
for trie payment of the surcharge as between the Indian ex- 
porters and foreign buyers on tlie one side, as also between 
the Indian ship])crs and tlie shi|)ping companies on tlie other, 
had arisen in this behalf. In a communication dated the 
Tith February 1957 addressed to the International (Chamber 
•of (]!ommerce, Paris, tlie ('ommittec sought clarification in 
tlie matter. 

The ('ommittee [lointed out that, lor contracts entered 
into on the c.i.f. basis by Indian exporters prior to the decision 
for levying the surcharge on freight rates, disputes had arisen 
between exjiorters licre and the foreign buyers about tlie 
c]uestion of liability for the surcharge. No difficulty was felt 
in regard to contracts wlierein sjiecihc ]>rovision was made as 
to the party liable for any increase in freight rates. In 
regard to contracts in which there was no sjxxdfic juovision 
included, it was the buyers’ contention tliat their liability was 
only to the extent of the freight which was in existence when 
the contract was entered into and that, therefore, tlie sellers 
should bear tlie surcharge in question. Sellers, however, 
took the stand that any increase in freight rates should be 
borne by the buyers, [Ticing tlieir reliance on a ('onvention 
to that effect. Sellers also pointed out that the very fact that 
c( in standard contracts of Trade Associations dul contain a 
pF. .vision fixing liability for freight increase for any reason 
•on buyers was proof of, and pre-supposed, the existence of 
SI ii a Convention. Further, while buyers argued on strict 

' Stic principles, sellers sought to point out that in ecjuity 
.nice.s should reimburse them of their out-of-[xicket expenses 
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in the form of increase in freight brought about due to no 
fault of tlieir own. 

Another point tliat came to tl'c fore was concerning the 
iialiihty for payment of the surcliargc as between the Inthan 
shi|>!K‘r and the steamship company, in resp.cct of freight 
bookings entered into prior to the date of tlte imposition of t!ie 
surcharge, both the parties contended that tile situation luui 
been brought about due to no fault of th(hrs and that the same 
was beyond tlieir control. Either of them argued that the 
other party sliould bear the increase. Agam, shippers argued 
that, while as a result of tlie delay in arrival of vessels foi 
picking up the cargo due to their having to traverse over a 
longer' route, they iiad been put to serious inconvenience and 
loss, it was not fair for the steamship companies to saddle 
them with additional burden in the form of freight increase, 
especially in view^ of the fact tliat contracts were entered into 
even before the date of imjiosition of tlte surcharge. 
Tlie Committee also drew' attention of the International 
Chamber to the fact that some of the (.onfereiice Lines did 
not levy the surcharge, even though their vessels also had to 
<To round the Cape of flood Efope, m respect of contracts 
entered into before the relevant date for shipments of Oils in 
bulk, for the carriage whereof it was the practice to enter into 
firm contracts. 

The Secretary-Cencral of tlie International Chamber of 
Commerce in his rcjily dated the 22nd Feb. 11^57 expressed 
that it was not jiossible to advocate a general and absolute 
position to tlie two questions raised by the Committee, viz. 
c.i.f. contracts and Transport contracts. How'ever, he added 
that in |)rinci[)lc, it might be considered, as regards c.i.f. sales 
that, if Indian exjiorters had cainducted business on this liasis, 
at a fixed price, without tnaking any reservation in tlie con- 
tract for any varKitions in freiglil rates -sul)sec|ucnt to the 

conclusion of tlie sales contract — tlie buyer might claim the 
price originally stipulated to be final, or, in other w'ords, un- 
less otherwise stipulated in the sales contract, variations in 
freiglit rate or in other elements of the c.i.f. prices in no way 
affected the agreement of the parties. But, this principle 
might be .set aside, in practice, by considerations re: intentions 
of the parties, with the result that such interpretation of the 
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agreements of the parties might vary according to the Law 
Courts applied to. As regards Transnort contracts also, the 
Sccretarv-Gcneral mentioned, evcrytliing depended upon the 
general or particular terms .stijnilaled by the j)artics concerned 
as wcl! as on any similar fact which miglit be taken into 
account as to tlie intentions of the parties. 

Rcdntrodiiction of the Stamped Shipping Orders 

Tlic rjiicstion of introdiK'ing a system of stamped ship 
lang orders was under consideration ot (iovernment and it 
lira! in\'itcd (he views of t!ic Federation of Indian Chambers 
of Commerce h Industry on the same and tlie Federation had, 
in turn, invited tlie views of the Cliarabcr on the sub’cct. It 
was suggested that tiic |)rcscnt practice of issuing a shipping 
order by Ship|)ing Comjranics did not oblige a steamship com- 
[:sany to accept the cargo nor did it oblige a. sluppcr to ship 
die carsto liy a |)articular steamer. In tlic absence of any 
contractual obligations, it w'as pointed out, there were occa- 
sions for complaints that cargoes had been shut out c\’en alter 
s[>acc had liccn jiromiscd in a particular steamer. Sucli diffi- 
culties had led to an examination of the question of tlic 
feasibilitv of introducing the practice of issuing stampetl sliijo 
ping orders as was in lorcc prior to tlie Second World War. 
Tiic Committee in a communication dated 1 8th |anuary 
](J57, addressed to tlic Federation, expressed the view that 
notwitlistanding occasional complaints and didicultics in the 
matter of obtaining freight space, the experience of the exist- 
ing procedure had been by and large satisfactory. Moreover, 
the present |irocediiie also vested in the shipper an clement 
of liberty in determining as to whether lie should or should 
not avail of the freight booking made earlier vvitli a jiarticular 
sliijiping com[)any tiy a speciiic steamer. This prcA’L'd to be 
of advantage on occasions wlicn, due to rca'^ons bevond his 
control, the shijijier found it impossible to adlicic In his com- 
mitment. If the practice of issuing stamped shipping orders 
was introduced, tlic shipjicr on sucli occasions would be 
obliged to bear the additional burden of dead-freight notn/ith- 
standing the fact that he wxis not able to utilise the freight 
space offered in spite of his edorts to do so. llie (kimmittee, 
therefore, rcc]i]ested the Federation to convey to Govern ment 
that both from the point of view of shipping companies as 
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also of sliippers the present practice was working satisfactorily 
and tliat therefore no steps should be taken to introduce anv 
clement of rigidity in the same. 

Surcharge on Freights 

The (k)nunittee in a communication dated gth. May 
addressed to the Ivarmaliom Conierence referred to the sur 
charge tlien recovered bv s!up|)ing companies since tltc 
closure of the Suez ('anal and the diversion of the ships 
through the Ckipe of (iood Iio|>e. Tlie ('ommittec pointed 
out tiiat since shi|)ping was once attain free t(> make use of 
the Suez (>anak it was but appropriate that the ('onference 
should review tin’s asi)ect and announce at an early date the 
withdrawal of the surcliarge on freights lc\ ied and recovered' 
in the context ot circumstances and for reasons which iKr 
longer ol)taincd. The Karmahom (Conference in their re])!v 
dated nth May tp^y informed the Committee that the (;]ueS' 
tion of tile removal of (lie surcharge imposcal by tliem was 
constantly under re\'iev\e Subsequently, the surcharge was 
brought down from ly'd" ’ to -uid then again to 

The (Committee in a further communication dated ^ref 
June T()57 pointed out that the surcliarge was levied as a 
result of the increasctl cost of ofieration of die shi[)s occasionccf 
by their having to ply through a longer route. Since the 
ships were now again passing througli the Suez (Canah it was, 
not reasonable to continue to levy any additional surcharge,. 
Tliey, therefore, requested tliat the (C(jnference should again 
review the matter and withdraw tlie surcharge of on 
freight rates. The Karmahom (Conference in their rcjilv 
dated 12 th feme informed the (Committee that the surcharge 
had been progressively reduced and the position was being 
reviewed very closely and constantly. 

Increase in Freight Rate on Jute Goods from Calcutta 
to Bombay 

Tlie (Committee in a communication dated lyth Juno 
addressed to tlie Indian Coastal Conference referred to tlie 
action taken by the Coastal Conference lines in stepping u|) 
the rate of freight on jute goods shipped from (Calcutta to 
Bombay with effect from 8th April ic)57. The Committee 
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pointeti out that the enhancement in the rate of freight on 
jute goods brought to Jiombay from Calcutta would mean a 
corresponding increase in tlieir prices to those who used them 
as containers or |)acking materials and the latter in turn 
would be reHected in the j^rices of several articles of con- 
sumption. The sudden increase in freiglit rate would mean 
a imancial loss to those importing sui)[)lies of jute goods 
directly from (ailcutta for distribution and sale in liomltay 
market. Moreover, the distributive trade of bombay would 
also be ailected bv this increase in freight charges on jute 
goods from (Calcutta to Ik^mbay. The Indian ('oastal ('on- 
ierence m their re|)Iy dated apth |une informed the (kini- 
mittee that the increase was effected after giving, as usual, 
two weeks' advance notice and was found necessary in die 
interest of the economic operati(>n of the ships. Hus revision, 
’was not expected to materially affect the jsrice (d j)acking 
materials. Moi'eovcr, even with this increase tlie gunny trade 
enjoyed a verv substantial advantage in moving tlicir goods 
by sea-route as compared to the- railway-route. 

Difliciilties in procuring Freight Sjiacc for Shipment o! 

Hessian and Gunnies from Calcutta to Bombay 

Ihe Commitlec in a communication dated 28th lime 
.addressetl to the Indian (a)astal (^inference referred to the* 
tlifficulties experienced by Members ol the Isombav Hessian 
and Gunny Merchants’ Association in procuring freight space 
for shipment of hessian and gunny hags irom Calcutta. 
Such a [position would lead to the interests in this line, wito 
Jiad entered into commitments lor delivery of supplies, on the 
assumption tliat normal steamer facilities would he available^ 
for bringing tlie su])plies covered by their commitments to 
Bombay from Calcutta, being put to considerable inconveni- 
ence and loss. 'Fhc Committee, therefore, requested that 
suitable arrangements he made so as to obviate difficulties of 
the type referred to. 

Tlie Indian Coastal Conference in their reply dated 5th 
July in explaining tlie position gave details of tlie vessels that 
loaded general cargoes including gunnies at Calcutta for 
Coastal (Conference Ports during the [leriod from January/ 
June 1957, indicated that diere were in all 9 bcrtlungs 
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for Bombay for lifting general cargoes including gunnies 
during the period under reference which in their view was 
adec]uate having regard to the availability of cargoes. It was 
added that while the shipping lines were doing their utmost 
to serve the trade, tlicre were ditliculties in the way which 
were ireyond their control. However, in spate of all-ionud 
delays to sliipping, the slupping companies were endca\'()ut iiig 
their !)cst to cater to the needs and reepuirements (;f the 
trading conuuiinits’ as a w'hole to the maximum extent 
possible. 

Liability of Internal Air Service m respect of Injury or 
Damage caused to Passengers or Cioods 

The Indian (airriage hv Air Act was cnacteii with a 
view to giving elfect to the convention for unification of cer- 
tain rules relating to rights and liaoilities ol carriers. f he 
convention defines the liability of air carria;>e for injury^or 
dainagc caused to passengers or gooiJs. I'lie same applies^ 
only in respect of international carnage by air. Section 4 ol 
the ('arriage by Air Act liowcver specificallv em[K)Wers Gov- 
ernment to make rules exlcrniing the provisions nf^ the con- 
vention to internal carriage hy air by issue of a noufiealion m 
that regard. Sucli a notification lias not so lar been issued.. 
In the .absence of a specific legal jirovision governing the rights 
and liabilities of internal carnage by air the liability of tne an 
service would be governed by die tenns and conditions ol tne 
special contract entered into by the carrier witii the consignor 
of the goods. At present, according to the terms and condi- 
tions stipiulatcd for the contract the iiability of the Indian Aii- 
‘ lines Corporation for compensation, in tlic e-vent of lo.'^s^ or 
damage to goods, is limitctl to a small specified sum. This 
position was creating difficulties on occasions when valuable 
parcels were lost wdiilc in transit. The consignor had no 
remedy for obtaining adequate compicnsation. This had in 
some cases let! to litigation. The Committee in a communi- 
cation dated the 150th September 1957 addressed to the Gov- 
ernment of India referred to the above position and urged 
that the notification contemplated in Section 4 of the Carriage 
by Air Act should be issued applying the rules governing the 
liability of the air service to international air traffic to internal 
air traffic as well. Government, in their reply, informed the 
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Committee that the ejuestion of extending the Indian Carriage 
iby Air Act, 1934, to domestic air service was under examina- 
tion and it would take some time before a final decision in 
the matter was taken. 

Trend of Overseas Trade during the next financial Year 

The Docks Manager, Ikimbay Port Trust, had requested 
the (a)minittee to let liim have their views on the probable 
trend of overseas trade during the next financial year. The 
Committee in a communication dated 2^\h September pointed 
out that it would be a little difficult to express an opinion in 
regard to the trend of tlie overseas trade during the next fin- 
arieial year on account of the uncertainty caused by develop- 
ment of conditions of scarcity in foreign exchange resources 
of the country. The cx{)ort trade during the year 195^^-57 
did not increase commensurately with the import trade in 
that year and the export earnings, in fact, were slightly below 
tlie level of 1955^56. This had a serious impact on the 
balance of payments position and as a step in the direction 
of conserving the foreign exchange resources Government 
have had to enforce a very restrictive import policy since June 
1957. While (jovernment were concentrating on steps 
designed to secure promotion of the export trade of the coun- 
try, '""it was apparent that so long as the foreign exchange 
difficulties continued. Government would have to follow a 
very restrictive import policy although imports of items like 
macliincry equipment and industrial raw materials would 
have to continue, on a substantial scale. On balancing the 
various considerations, therefore, it was felt that the level of 
overseas trade during the next financial year would be mam- 0 
tained and some improvement in the export trade of the 
country might also be reasonably expected. In short they 
expected tliat tlie position of tlie overseas trade during the 
coming year would not in any case be materially aflected. 

Bonded Warehouse for Air-freight Packages and Parcels 

The Committee in a communication dated 12th August 
1957 addressed to the Central Board of Revenue referred to 
the earlier correspondence on the subject in which the Com- 
mittee had emphasized the need for providing facility for 
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bonding of articles imported as air-freight, as such a facility 
would assist the merchants desiring to re-export the goods to 
some other destinations. Moreover, in items such as films, 
such a facility would provide an opportunity for deciding 
upon the fact whether the articles should be cleared from the 
Customs or not for being put to use in the country. In the 
absence of such a facility the goods in question had first to 
be cleared on payment of import duty and if, subsequently, 
it w’as decided that such goods did not meet with the require- 
ments of the situation, they had to be shipped back; the im- 
porter in the process had to undergo needless expenses and 
procedural formalities. Government had agreed to allow 
such articles imported by air-freight to he bondctl in private 
warehouses umler conditions to be stipulatetl by the Collector 
of Customs. 1 he Committee, liowcver, |X)infed out that it 
would be diificult for any private organization to work such 
a bonded warehouse. They, therefore, reiterated the need 
for Government providing the facility of a bonded warehouse 
for articles imported by air. 

Government in their reply tlated qth September tq^y 
informed the Committee that the goods imported by air 
could be kept in ,t public or private bonded warehouse if the 
importer so desired. The only public bomled warehouse was 
that of bombay Port Trust. If a warehouse at the Santa Cruz 
airport was desired, the Director-General of Civil Aviation in 
India must be approached to move in the matter. 

Imposition of Time-limit for filing of Applications for 
Remission of Demurrage Charges paid to the 
Bombay Port Trust 

The Bombay Port Trust imposed, with ciTect from ist 
April 1956, a time-limit of two months from the date of pay- 
ment of charges for receipt of apidications, complete in all 
respects, for grant of remission or demurrage charges. 

The Committee in their letter dated the 9th September 
addressed to the Bombay Port Trust pointed out that a large 
number of importers were not aware of the revised position 
and, therefore, could not adhere to the reduced time-limit of 
two months for submitting applications for remission of 
demurrage charges, and were surprised to learn from the 
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Port Trust authorities that, since their applications, complete 
in all respects, were not submitted within a jx^riod of two 
months from the date of payment of the relevant charges, 
same could not be entertained. Several members were bona 
fide not aware of the revised time-limit, nor w'ere they c]uite 
clear as to what was required of them in order to make their 
applications ‘complete in all respects’; in many cases appli- 
cations though made t|uite in time were not accompanied by 
certain documents, which in the view of the Port Trust would 
make such applications complete in all respects; moreover, the 
said notice had not indicated any specific documents which 
should accompany the refund applications. In such circum- 
stances, the (Committee added, rejection of applications for 
remission of demurrage on the ground that they were not 
submitted within the time-limit of two months, though 
technically correct, could not be considered to be fair to the 
parties concerned. They, therefore, requested the Port Trust 
to review the matter and, as a special case, permit such claims 
for remission of demurrage charges being deemed eligible for 
consideration and decision on their merits. 

The Port Trust in their letter dated 22nd October 1957 
informed the Committee that the point in relation to the 
requirements of applications for relief in demurrage charges 
being accompanied by relevant ilocuments had been consi- 
dered and that it was now decided, as a concession to the 
trade, that applications for remission of demurrage charges, 
even if not accompanied by the relative invoice, would be 
entertained if received within the stipulated period of two 
months, provided they were complete in all other respects. • 
It was however added that should a reference to the invoice 
be found essential during the examination of the claims for 
the purpose of verification, it would be incumbent on the 
applicants to furnish the invoices within a reasonable jreriod 
when called upon to do so. 

The Committee in a further letter dated 19th December 
suggested that besides invoices, the Port Trust cbhapas should 
also be included in the concession announcecl, so that 
applications for relief, submitted within specified time would 
be entertained even though the relevant invoices and Port 
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Trust chhapas were not forwarded along with such applica- 
tions. 


Storing and Stacking of Goods in the Docks 

The Committee in a communicarion dated 21st 
December addressed to the Bombay Port Trust reiterated the 
need for an im|)rovemcnt in the arrangements regarding the 
storing and stacking of goods in the docks. The Committee 
pointed out that while the Port Trust administration was 
endeavouring to eflect improvements in the |)roccdure in this 
regard, complaints were still received to the elTect that goods 
kept in a particular godown were, before they could be taken 
delivery of, removed to some other godown. Tlic importer 
did not have any advance information in this regard which 
made it very difficult for him to trace his goods and take 
delivery of the same. The Committee therefore reejuested 
the lk>mbay Port Trust to further look into this aspect. In 
this connection, they particularly suggested that goods 
comprised in a consignment sliould l)e stored as far as 
possible in one godown and ti)at arrangements should be 
made for necessary intimation in this respect to tlic importer. 
Even if it was found necessary to transfer any consignments 
from, one warehouse to another, arrangement sliould be made 
to inform the importers concerned to that effect. Such an 
arrangemeni would considerably facilitate the trade in locat- 
ing the im ported cargo. 

Transfer of Consignments of Iron and Steel to Haji Bunder 

Dump 

The (k):umiltec had in tlie past drawn the attention of 
tlie Port Trust to the difficulties experienced l)y merchants as 
a result of the removal of the consignments of iron and steel 
to the Haji Ikinder Depot. The (kimmittec in a further 
communication dated 23rd April addressed to the Bombay 
Port Trust on the subject recalled the assurances then given 
by the Port Trust that the trade would be given an oppor- 
tunity for clearing the consignments from the docks proper 
provided tlicy cleared the goods W'ithin a couple of days 
of landing before the goods were transferred to the dump. 
The Committee pointed out that the position had since im- 
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proved and yet they continued to receive complaints 
the eflcct tliat importers desiring to arrange for clearance 
of the goods from tlie docks I'Jropcr immediately after 
tlic goods were landed xAcre not al)ie to do so, as the 
goods in c]uestion were immediately removed to the Haji 
Bunder Dump. The Committee requested that suitable 
depart Ticnlal instructions sliould be formulated lor this 
purpose and passed on to the departments concerned 
urging tlie desirability of making all efforts to see tliat inv 
jxirters dcsiiT>us of taking delivery from the docks direct were 
normally aiforded all the facilities in this direction. 

Instailatiosi of a Weighbridge at Ilaji Bunder 

The Conuiiittec in a communication dated arst lunc 
addressed to tlie ]>oinhay Port Trust drew attention to represen- 
tatiotis made to them regarding the need for the providoti of 
a vcciglibridgc at Haji Bunder. With the greater and more 
frequent usc'of Haji lUindcr for the dumping of heavy iron 
and steel materials, the absence of a weighbridge at Haji 
Bunder had been causing considerable difficulty and ex- 
penditure for the interests importing the materials in question. 
They, therefore, urged that tlie Port Trust should give early 
consideration to t!ie suggestion for tlie provision of the facility 
of a weighbridge at Ha]i Bunder. 1 he Port Trust in their 
reply dated ijlh fnly iqS; informed the Committee that 
having regard to the aggregate quantities of iron and steel 
rccjuiring wcigluiicnt, it was felt tliat it was not necessary to 
provide "ail additional weighbridge at Haji Bunder dump. 

Reduction in the Free Period for tlie purposes of Loaning and 
Unloading of Wagon.s 

The Committee in a communication dated the 20th 
April 1957 addressed to the Government of India reterred 
to the steps taken by the Railway Board in reducing the free 
time allowed to the trade wherever the loading and unload- 
ing was rccjuired to be done by consignors or consignees 
resjTcctively from 6 hours to 5 hours. In this connection they 
pointed out that apart from the question of difficulties in 
arranging unloading of wagons in the reduced period there 
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was also the question of consignors not being able to arrange 
for wagons within the reduced free period. In order to 
enable them to do so it was necessary that a consignor should 
have sufficient advance intimation about the wagons being 
placed at liis disposal. The Committee pointed out tliat in 
many cases consignors were not able to have suflicient advance 
intimation with the result that they were finding it difficult 
to complete tlie loading of wagons within a period of 5 liours. 
They, therefore, requested that necessary instructions be 
issued to the various railway administrations with a view to 
ensure that consignors were afforded sufficiently advance time 
tor making the necessary arrangements connected with the 
bringing of supplies to the sheds for being loaded into wagons. 

Provision of Coal Supplies for Industrial Units 

The Railway Ik>ard had invited the view's of the Com- 
mittee on the proposal for opening of Central Coal Dumps at 
im portan t i ndustrial consumi ng cen tres and translii pment 
points to take advantage of the available transport during the 
periods when the raihvay was in a pfisition to collect more 
wagons. They had also invited (lie viewes of the Committee 
on the question of organizing a suitable machinery to W'ork 
these dumps. The Committee in a communication dated 
:50th May 1957 iiddressed to the Government of India ex- 
pressed themselves as being in agreement wdtli the principle 
underlying the scheme. They pointed out that inadequacy 
of coal liad been a source of constant worry to industrial units 
and that, therefore, provision of coal supplies to the factories 
on a continuous basis w'as very essential. Lack of adequate 
transport was the main contributory factor for such a [>osition 
and the Committee agreed that the efforts to put up coal 
dumps for storing coal supplies through the facility of rela- 
tively augmented trans|x>rt during the slack season therefore 
would be of significant assistance. As regards the c]uestion 
of instituting the machinery to work such dumps, the Com- 
mittee suggested that a Conference of representatives of all 
organized associations in a particular region should be con- 
vened so that such a Conference could discuss and evolve a 
suitable machinerv to work the scheme in a given region. 



Claims in respect of Missing Coal Wagons 

It was represented to the Committee that difficulties 
were experienced by industrial interests getting their coal 
requirements from mines in West Bengal and other centres 
as a result of delay in the matter of settlement of claims over 
the Railway Administration in respect of missing coal carry- 
ing wagons and getting the necessary costs or refunds 
covered by these claims. It was [xiinted out that the amount 
of cost of the coal was recovereef from the jiarties who took 
delivery of the wagons misdirected and was made good to 
the actual consignees in course of time. It was however in 
regard to obtaining of refunds of freight charges paid for 
the wagons that serious practical difficulties were experienced. 
The Committee in a communication dated 25th September 
1957 addressed to the Government of India referred to the 
above representations and suggested that a suitable modifica- 
tion should be brought about in tbe procedure for obtaining 
refunds in such cases so that the complaints of this nature 
would be obviated and settlement of 'refund claims would 
be made with the least possible delay. 

Government in their reply dated 31*^ ^957 

informed the Committee that a procedure had since been 
evolved for expeditious disposal of claims for refund of 
freii’^ht charges in respect of consignments booked under 
“ pmd ” anef/or “ weight only ” basis. It was further sug- 
gested that sjxrcific cases of complaints in this regard should 
be brought to the notice of the General Manager of the Rail- 
way Administrations concerned who would look into tlie 
matter and take suitable action. 

Compensation for Claims preferred against Railways in 
respect of Loss or Damage of Goods consigned 
over Railways 

In a communication dated the 25th July 1957 addressed 
to the Ministry of Railways (Railway Board), the Committee 
drew attention to the inordinate delays experienced by the 
commercial community in the matter of getting claims for 
loss or damage to goods consigned over the Railways settled* 
They particularly mentioned that there was noticeable a 
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tendency on the part of the Railway Administrations to delay 
finalisation of claims preferred against them and when suits 
concerning such claims becaine lin'ie-barred to repudiate the 
liability of the Administrations in regard to such claims. 

The Committee, therefore, rec|ucsted that (mvernment 
should issue necessary instructions to the Railway Adminis- 
trations to settle claims preferred against them as expeditiously 
as possible, and such claims, wliicl) owing to passage of time 
became barred by the Indian Limitation Act, should be 
referred to tljc Railway Board for consideration, before the 
authorities repudiated the same. 

Government in their reply dated 22nd August 1957 

informed the (>ommittce that instructions liad been already 

issued to the Railways that they should not only sustain but 

also intensify their efforts to ensure expeditious disposal of 

claims. Remtrdinn claims which had become time barred 
^ ^ -11 
lor suit. Railways made a reference to the Railway Board 

vwljen the claiinanls had been regularly pursuing the matter, 

and tlie claims had become time-barred for suit not due to 

any laches on the part of the claimants. 

Dining Cars on Railway Trains 

It was Linrlerstood that the Railway Board was thinking 
in terms of progressively cutting down the Dining Cars on 
some of the trains of the different Railway Administrations. 
The underlying object of the proposal was to assist the efforts 
for reducing overcrowding in third class compartments by 
augmenting the third class capacity of the Railways to that 
extent, rhe Conrmittee in a communication dated 25th 
September 1(^57 addressed to the Covernment of India in 
the Ministry of Railw'ays pointed out in this connection that 
while tlie measures directed towards relieving the overcrowd- 
ing in trains could be appreciated, it was necessary to bear in 
mind tliat the system of Dining Cars could not he entirely 
disfxmsed with without putting the travelling public to a good 
deal of inconvenience and difficulties in the matter of getting 
their food requirements particularly during long journeys. 
They therefore suggested that if action in this regard had 
to be taken, then instead of completely abolishing the Dining 
Cars in the various trains, the space at present usually 
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reserved or occupied by these cars should be restricted or re- 
duced to the extent necessary and in such a restricted space 
provision should be made for a small kitchen as also arrange- 
ments for storing cooked food, canned articles, etc. for em^, 
served to the passengers in their compartments. In any case 
Dinim*^ Cars in the trains should not be entirely dispenser. 

with. 

Difficulties in the matter of Clearance of Goods from the docks^ 

during the period in which Influenza was prevalent 
in the City 

The Committee in a letter dateil the 12th lunc' 1957 
addressed to the Bombay Port Trust pointed out that influenza 
epidemic had been prevailing in the city in a more 'ntensihed 
form since the 27th May 1957 - Along with other acnvities 
in the city, the work in the docks was very much affected 
because of the enforced absenteeism of workers laid up with 
Flu, and conset]uently the work of clearance c) gooc s 
the docks was very much delayed. They therefom ^ 

that the days covered by the week starting from Monday, A c 
27th May 1957 should be treated as dtes non for the purpose 
of levy and collection of demurrage charges on cargoes 
detained in the docks. 

The Committee urged similar relief in flic case of wharf- 
age charges accruing on consignments which could not be 
taken delivery of at destinations due to non-receipt of Railway 
receipts by the consignees from the consignors owing to re- 
fact that the postal service during the period was considerably 
affected The Bombay Port Trust in their reply dated 26th 
Tulv IQS 7 informed the Committee that during the period m 
question, the position in regard to clearance of goods from the 
docks was quite satisfactory and in view of that there was no 
iustification for the declaration of dtes non dmmg the pie- 
valence of the influenza epidemic. The Railways m their 
reply informed the Committee that the remission of wharlage 
and clemurrage charges was being granted on the merits of 
each case and that it was not possible to issue a general direc- 
tive not to collect such charges during the {teriod of flu 
epidemic. 
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Delay in issue of Railway Receipts at Wadi Bunder 

From time to time, representations were received by the 
Committee in regard to the difficulties arising out of the 
delay in issue of Railway Receipts by the Central Railway 
in respect of goods booked at Wadi Bunder. This aspect 
was brought to the notice of the Chief Commercial 
Superintendent, Central Railway. At his recpiest, details of 
specinc instances of delay in the issue of Railway Receipts 
were also sent to him. The Chief Commercial Superin- 
tendent in his reply dated the 28th November 1957 jiointed 
out that while in some cases there was delay in the issue of 
Railway Rt'ceipts, delay occurred mainly on account of the 
following reasons: 

((/) Delay in the taking of the goods to scales; 

( 1 ^) Delay in rating; and 

(c) Misplacement of Forwarding Note by the staff. 

In regard to the causes of delay it was pointed out that 
the time lag in acceptance was attributable to inadequate 
wagon supply leading to fresh acceptance being field up as 
unless the accepted goods were cleared, fresh goods could 
not be taken on the scales. Moreover, about q,ooo invoices 
were issued at Wadi Bunder daily and it was quite natural 
that there would be a few cases of doubts regarding rating, 
wliich were held up for clarification. As regards misplace- 
ment of Forwarding Notes, the matter was being taken up 
with the staff concerned and necessary instructions were 
being issued to avoid a recurrence. It was, however, pointed 
out that the wagon supply position at Wadi Bunder had since- 
improved due to which delays in acceptance had been reduced 
considerably. Consequently, there were no delays in the 
issue of Railway Receipts and even if these did occur they 
did not exceed 48 hours. Steps w’cre also being taken to 
obviate delays in the issue of Railway Receipts particularly 
in respect of textile traffic. 

Quick Transit Service over the Railways 

The Committee in a letter dated the 5th September 1957 
addressed to the Chief Operating Superintendent, Central 
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Railway, drew attention to the fact that the scheme of Quick 
Transit Service over the Railway, instituted sometime back 
on the basis of a surcharge of one pice per Rupee on the nor- 
mal freight rates, had not been working properly since the 
month of July last, and as a result consignors of goods, who 
intended to have their consignments moved from Bombay to 
certain principal centres witli the minimum of delay in terms 
of the Service were put to hardship and inconvenience. 
Whereas the scheme envisaged registration of booking one 
or two days in advance of booking which was accepted twice 
a week, lately registrations were accepted without reference 
to the day on which the goods were to be accepted for book- 
ing. The Committee rec|uested that, if for reasons of .seasonal 
rush over the Railway or otherwi.se, acceptance of booking 
regularly twice a week as originally schetluled was not 
possible’ for some time the Railway should accept booking 
of goods under, and operate, the scheme at least once a week 
and that the procedure of booking thereunder should be suit- 
able revised. 

The Central Railway in their reply dated i yth September 
1957 regretted that due to operational difficulties, it was not 
{xissible to run the cjuick transit .service regularly during the 
month of July 1957. The jxisition had since improved and 
the Service was run regularly. 

Issue of Railway Receipts in respect of Consignments of 
Cotton Cloth Bales 

In respect of cotton cloth bales consigned over the 
Railways the practice is to issue one Railway Receipt for each ^ 
consignment. Each such consignment is covered by a move- 
ment permit granted by the Textile Directorate. Under the 
relevant rules a consignor is not entitled to submit more than 
one application for movement permit in favour of a con- 
signee on one single day. If therefore the consignor wished 
to have separate Railway receipts for different lots comprised 
in the consignments lie would not be able to do so even 
though such arrangement would be a great facility in the ulti- 
mate arrangement for disposal of different lots comprised in 
the consignment. The Committee in a communication dated 
19th December addressed to the General Managers of the 
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Central and Western Railways referred to this position anef 
requested them to consider the feasibility of making arrange- 
ments for issue of separate Railway receipts for different lots 
of cotton cloth bales comprised in a consignment even though 
such lots were being sent to one common consignee. 

Overcrowding in Trains on the Bombay Suburban Section 

The Central Railway had invited the views of the Com- 
mittee on the question of staggering of working hours in 
Bombay as a measure to bring about an improvement in the 
position created by the overcrowding in trains on the Bombay 
suburban section. The Committee in a communication dated 
the 23rd March 1957 addressed to the General Manager, 
Central Railway, pointed out that there was already a measure 
of staggering of working hours for the different activities in 
the City of Bombay, with the result that the peak periods of 
travelling were spread over a number of hours beginning from 
early morning until about ti'30 a.m. and between 5-00 p.m. 
and 8-30 p.m. The Committee were not sure whether there 
was any room for extension of staggering of working hours. 
After all, the working of the commercial and industrial 
organizations was interlinked to the functioning of other 
essential services such as banks, insurance companies, port 
trusts, etc. In attempting staggering of the working hours of 
such different activities, the aspect of co-ordinated functioning 
could not be lost sight of. The Committee, therefore, 
suggested that the suggestion regarding staggering of working 
hours should be examined in detail after taking into account 
the various asjxcts referred to above. For this purpose, a 
Conference of representatives of various organisations and 
interests directly concerned should be convened so as to afford 
them an opportunity for a fuller examination and discussion 
of the suggestions made by the Railways in this regard. 
A reference in this regard was also received from the Western 
Railway and in reply they were acquainted with the views of 
the Committee on the subject. Subsequent! v, the Western 
Railway convened a meeting of various representative-interests 
to consider the question regarding staggering of working hours 
on Monday, the 3rd June 1957. Dhirajlal Maganlal 

attended the meeting as the representative of the Chamber. 
Arising out of the discussion at the meeting, it was decided 
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thclt, to facilitate further discussion on the subject, a Ques- 
tionnaire should be formulated to elicit detailed iiiformation 
having a bearing on the problem of overcrowding in the trains. 
Tlie draft of the Questionnaire was rorv\'arded to the Com- 
mittee and after perusing it and liaving considered the same, 
they have requested the Western RailxAay to make arrange- 
ments for circulation of tlie same amongst the j)ublic. 

Rents of Plots in Byciilla Goods Yard 

The Committee in a communication dated 30 th Sep- 
tember addressed to the (dnef Commercial Supciintendent, 
Central Railway, relcrred to rc|rrcsentations received in regard 
to the difficulties cxjxvricnccd as a result of the decision to 
raise rents of plots in Ib/ciilla (foods \ard. The (.vominittee 
pointed out that whatever be tlie reasons which according to 
the Railway, justified a significant rise in tlie rents of plots, 
it would I'lave been fair to the interests concerned to have 
given them advance notice of the contcmjilated rise. More- 
over, it would appear that the decision to raise the rents was 
being implemented with retrospective effect. Ihe Committee 
urged that the action in terms of the decision should he stayed 
and the interests concerned shouhl be notihed about tnc 
contemplated rise in the rent, explaining at the same time the 
circumstances under wlncli it had been found necessary to 
effect such an increase. 

Freight Rate for Movement of Lead-antimonial 

tj 

Representations were received by the (Committee to die 
effect that various Railway Administrations were determining ^ 
the classification applicable to Icad-antimonial diflercntly with 
the result tliat suppliers in Bombay were liandicajiped owing 
to the freight charges from this centre to the centre of desti- 
nation coming to be comparatively more than from alternative 
supplying centres to the common destination. Tlie Com- 
mittee, therefore, in a communication dated 3 rd May ^957 
addressed to the Indian Railways C>onfcrence Association 
urged that die cjuestion of fixing the propT classification 
applicable to lead-antimonial for pur|X)ses or freight charges 
should be reviewed and in doing so the question of bringing 
about uniformity over the various Railway Administrations in 
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this matter should be kept prominently under consideration. 
They also suggested that since lead-antimonial was very much 
akin to lead, the classification applicable to antimonial lead 
for the ]>urpose of the freight charges should be that appli- 
cable to lead ingots. 

Grant of the Facility of Acceptance of Sender’s Weight 

As {)ublished in the Report of the Chamber for the year 
J956, the Committee had addressed the Central Railway 
asking for some clarilieation arising out of the scheme laid 
down for the extension of the facility of acceptance of sender’s 
weight on a more elaborate scale. In particular tliey had 
stressed the need for the consignors or consignees, as tl)e case 
may be, being entitled to refund of charges accruing from a 
re-weighment or re-mcasurement of the goods consigned over 
the railways. Tire Central Railway in their reply dated aoth 
A{)ril informed the Committee that wliilc under the Rules 
there was no provision for a claim for refund of freight 
charges if the weight of any of the consignments on re-weigh- 
ment was found to be less than the weight declared by the 
sender, there was no objection to claims for refund being 
preferred in such cases; the administration would, however, 
reserve its right to make whatever investigation it con- 
sidered necessary for deciding whether or not the request 
made for refund could be acceded to. No rules, however^ 
could be laid down for the pur()osc of investigation or dis- 
posal of such claims. 

Dislocation in the Western Railway Train Seiwicc 

As published in the Report of the Chamber for the year 
1956, the Committee had addressed the General Manager of 
the Western Railway drawing his particular attention to the 
instances of breakdown in the suburban services of the West- 
ern Railway and urging suitable action being taken, with a 
view to obviate the difficulties, the passengers were put to, on 
occasions of such breakdown in the services. The Western 
Railway authorities in their reply dated the 9th January 1957 
informed the Committee that the question of the punctual 
running of passenger trains was receiving constant and close 
attention of the Administration. Explaining the particular 
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circumstances in which the breakdown in the services had 
occurred on particular days in the month of November 1956, 
it was pointed out that a thorough enquiry was conducted 
in regard to these accidents and remedial measures were 
taken to avoid a recurrence. It was further pointed put that 
there was a progressive increase in the number of trains over 
the last few years and the late running of one train for one 
reason or the other affected the jrcrformance of the other 
trains. It was also added that all possible measures weie 
being taken to give correct information to the public on 
occasions when there was a breakdown in the service. 


Re-conditioning of the Narbada River Bridge on the 
Bombay-Ahnicdabad Road 

The Committee in a communication dated 19th June 
1957 addressed to the Government of Bombay referred to the 
fact that the existing road britlge over Narbada river was not, 
perhaps, sufficiently strong to withstand the traffic generated 
by the movement of heavy trucks. T his fact would possibly 
come in the way of the Bombay-Ahmedabad liighw-ay being 
intensively used for the movement of goods. The Committee, 
therefore, suggested that the bridge in question should be 
reconditioneefso as to jK-rmit the same being uscil for passage 
of heavily loaded trucks. 

Government in their reply dated J 6th July informed the 
Committee that the plans anti estimates for the work of re- 
modelling the existing bridge across Narbada river and pro- 
vidin'’’ power-ferry service across the river during the re- 
modelling work had been forw'ardcd to the CTOvernment of 
India for their sanction. The work wt)uld be started as soon 
as the sanction was received. 


Trunk Telephone Service 

As published in the Report of the Chamber for the year 
1956, a representation had been addressed to the Director- 
General of Posts & Telegraphs in regard to the difficulties ex- 
perienced by tlie public and the trading community in parti- 
cular as a result of the unsatisfactory working of the trunk 
telephone service. They had urged that the Authorities 
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sliould take all possildc stcprs ia the direction of gearing up 
the trunk telephone system and had particularly suggested 
that the existing trunk tc]c))honc lines between centres of 
commercial and industrial uriportance should he suitably 
enlarged, so that the cveruncrcaang pressure on traflic could 
be met. Tlie Director-General ot Posts Sc Telegraphs in Iris 
reply dated Tplli July 1057 iniormed the (Committee that the 
trunk tcleid'onc conimumcatr‘)ns between ^)ombay and Delhi 
had been i nap roved ^^nth the installation of new arrangcnients 
in lanuary 1057, since when tlve delay on this route hau been 
brought down imiV;cm^elv. 

As regards delay on calls between Bombay and (adcutta, 
il \\’as pointed out tl-at action was being taken to avoid copper 
wire thefts on yamshedpur-Hirji section., wluch was tlie mam 
cause of frcc]iicnt interruption tlie ‘Section and of excessive 
delavs on trunk calls on this joute. 

Delay in Arrangements in the shitting of telephones 

The Committee in a communication dated lolli Decem- 
ber addressed to the Ciencral Manager, felepl tones, liornbay 
District, Bombav. referred to tlie rcin'esentations occasionally 
received in regard to the difliculties exjierienced on account 
of the delay in arrangement for tlie slhfting of telephones 
found necessary as a result of the shifting of the premises 
and/or ofbccs occupied by the subscribers. The C-onunittcc 
pointed out that if the rcc]ucst of the subscriber for shifting 
of tclepboncs to tlie new premises was not mad:C as early as 
feasible, the same would result in considerable inconvenience 
particularly in respect of telephones in a business ofliec. The 
Committee, therefore, requested him to issue suitable instruc- 
tions wath a view^ to ensure that requests for shifting of tele- 
phones from subscri!)crs occasioned by a change of residence 
or business oflice were attended to without any avoidable loss 
of time. 

Delay in the Conveyance of Airmail Traffic between Bombay 
and Centres in Saurashtra 

The Committee had received a representation to the 
effect that the commercial and business interests in some of the 
important centres in Saurashtra were experiencing difficulty as 
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a result of the delay in receiving posts sent to them by their 
constituents in Bombay. This w'as mainly occasioned by the 
fact that the mail for such centres was being arranged to be 
sent by trains. The Committee in a communication dated 
«th Feb. 1957 addressed to the Postmaster-General, Bombay, 
referred to the above representation and suggested that he 
should consider the feasibility of making arrangements where- 
by the conveyance of the mail emanating from Imnibay to 
centres in Saurashtra would be expedited. In this connection, 
they referred to a suggestion that mails emanating from 
Bombay should be conveyed to important centres in Sau- 
rashtra like Porbandar, Rajkot, etc. by air. As the centres 
were served by a regular air service on 4 days m a week, it 
would not be difficult to arrange for tlie conveyance ol tlic 
mail by air. The Committee rcc|iicstcd the Postmaster- 
General to examine this aspect and to do the needful in t ie 
matter at an early date. Tlie Postmaster-Genera! m his reply 
dated the rSth February 19S7 informed the Committee that 
arrangements had been made to carry mails by air tor ant 
from" Porbandar on days the Air-servicc for and from Por- 
liandar was operating. 


Provision of Post Oflfices in Suburban Stations 

In their letter of the 20th July 1957 addressed to the 
Postmaster-General, Bombay, the Committee suggested the 
need for the provision of post offices in the more imixirtant 
suburban stations of the Railways in Greater Bombay, as the 
same would prove to be a welcome facility to tlie ever- 
increasing population of Bombay and the growing nuinbei of 
iieople rising the suburban services for attending to their bvisi- # 
ness and avocations. They pointed out that m some of the 
continental countries like Switzerland, there were small post 
offices in the Rtiilw’ay Stations or just m their umncdiate 
vicinities. Similar facilities in Bombay would be really help- 
ful and would be greatly appreciated by the luiblic. 


Post Box Order, 1956 

By an order called the Post Box Ordei , 1 95 ^’ 
Dircctorate-General of Posts & Telegraphs had revised the 
rules for the allotment and use of Post Boxes and Post Bags. 
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One of the provisions of the Order was that only articles 
addressed to the renter of the Post Boxes would be delivered 
through the boxes and articles addressed to persons or firms 
‘ Care of ’ Post Box would not be delivered through the box. 
The Committee in a communication dated 8th February 
T957 addressed to the Director-General of Posts & Telegraphs 
pointed out that the enforcement of the proposed provision 
would prove to be a hardship especially in th*e case of com- 
munications addressed to the Directors and /or officials of the 
company or the firm having a post box number. In most 
cases communications addressed to directors and/or officials 
and executives of the firm, in personal names, pertained to 
official business of the firm, and it was unfair to suggest that 
such communications should not be cleared through the post 
box rented out to tlie firm or company. The Committee, 
tlierefore, suggested that the particular provision should be 
reviewed, and if necessary, to guard against a general use of 
the post box by others, the firm or the company in question 
might be required from time to time to submit to the Dej>art- 
ment a list of its ofiicials and executives and communications 
addressed to such persons by name should be deemed to be 
eligible for clearance through the post box belonging to the 
firm. The Director-General in his reply dated the 4th March 
i()57 informed the Committee tliat tlie renter of the post box 
alone could be entitled to get the delivery of articles through 
the post box and the use of |>ost box by a person not entitled 
to its use was a misuse of the post box system. It was there- 
fore regretted that the suggestions made by the Committee in 
the matter could not be accepted. 

Revised Postal Tariff 

The Committee in a commitnication dated 6th Decem- 
ber addressed to the Postmaster-General, Bombay, referred to 
the fact that even though the revised postal tariff rates were 
introduced with effect from the i8th September 1957, 
tariff guide containing information concerning such revised 
rates was not available at the different post offices for the 
information of the public. Tliey, therefore, requested him 
to make arrangements at an early date for making available 
copies of the Tariff' Guide at the Post Offices for the guidance 
of the public. 
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List of Abbreviated Postal Addresses 

The Committee in a communication dated 6th Decem- 
ber addressed to the Dircctor-Ckneral of Posts and Telegraphs 
referred to the fact that the list of abbreviated postal addresses 
liad not been revised and brought up-to-date since the same 
was published in the year 1950. In view of the usefulness 
of the publication especially to the mercantile community 
who had on frequent occasions to send telegraphic communi- 
cations to the su})plicrs or clients in the diflerent parts of the 
country, the Committee recpiested him to arrange for taking 
in hand the work of revising the list of abbreviated addresses 
and publish an up-to-date edition thereof. 


# 



26 


R E I* O R T O F T li K 


IL FINANCE, TARIFF AND TAXATION 

Budget Proposals of the Government of India for 
the year 1957-58 

The Committee in their Press Note dated 20th May 
1957 <^xpressed tlieir views and comments on the Budget of 
the Government of India for I957'58, a summary of which 
is as under: 

Tlie Committee at tlie outset pointed out that the Budget 
was bold and unprecedented, imimsing at a stretch, a heavy 
burden of new or additional taxation on tlie country amount- 
ing to Rs. 9-5 crores j)er annum, and that the magnitude of 
the overall burden, since tlie starting of the Second Plan 
period, had been of the order of nearly Rs. 175 crores. The 
Committee mentioned that the main theme and the 
dominant concern of the Finance Minister in the framing 
■of his budget was to raise the finance necessary for the success 
of the wSecond Plan and this fundamental driving |)ower had 
also made him utilise the opportunity ‘‘ for imparting a new 
turn to our tax structure towards greater efliciency and 
equity They averred that time alone could show how far 
and to what extent the ideals of efficiency and ecjuity would 
be reached and attained. They urged that tlie measures 
adopted should be such as not to cause such strains and stresses 
on the economic and social life of the country as would come 
in the way of the raising of the standard of living of the 
[leople, and make it impossible for savings to accumulate and 
thus discourage the growth of investments and capital for- 
mation. The Committee felt that the adverse effect of the 
profxisals in the budget, as a whole, on the existing standards 
of life — not to say anything about raising the present stan- 
dards — did not seem to have been fully appreciated by the 
Finance Minister; they were convinced that the proposals 
could not generate new ‘‘ incentive for larger earnings and 
more savings ” indicated as an important justification by the 
Finance Minister himself for their imposition. According to 
the Committee the disquieting food situation and the rise in 
prices of cereals in certain parts of the country underlined 
the need for taking more energetic measures to augment agri- 
cultural production in the country as otherwise any serious 
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lag or shortage in food supplies would seriously jeopardize the 
implementation of the Plan according to schcihile. Referring 
to the “ restraining of consumption over a fairly wide field 
as one of the criteria, the Committee expressed that it was 
necessary to remember tliat in an under-developed economy, 
there was an imperative necil to raise the standard of living 
by increasing the consumption standatals from the present suP- 
marginal level and the fact of a tumt-up demand lor basic 
necessities of life set serious limitations to_ tlie accep-tance of 
this criterion as a basic objective oi the fiscal poliev ol t.ie 
country. The Committee invited t!ie earnest attention oi 
Covernment to the nature and extent of the policy o im- 
anrino- capital cxpcndhitrc out of revenues. Since Tie I'ian 
ha<l begun, the additional taxation of the Centre atone luid 
been of the order of Rs. 17s crorcs. This would ir.can om 
aiicino-, hv way of additional taxation, to the tunc oi Ks. S/o 

crores^’ during the I'lcriod of the Plan from the ^(Taitrc ak^ 

This (lid not cover the taxation to be Ic-vicd oy the . a cs. 
The Committee mentioned that it was dilhcu t to say Tct iti 
anv new burdens, by way of fresh or additiona taxaoon 
would be imposed during the rcmatnmg p.ennd ^ 

or not. Whatever be the magnitude ot the 1 Ian the (mu 
mittcc opined, its ultimate implementation wouh defend 
upon the capacity of the cceinomy to generate T ' 

im-s and the capital formation so necessary to hud 1 u, 
aerequatc volume of investment ami this was the broad and 
gcniTal approach of the Committee tovyards thc consnicration 
of the proposals embodied in the buelget. \vith these pre^ 
oLcrva.io.., ,1k- Co, K. nit.cc offered Aar view, o 
, 0 ,KC of ,1k- oroposak. The .nereaee m l,e raK 
taxation as well as the new tax on Wc.alth of compamc, 
would not be conducive to the objeenve of maintaming am 
nreservim^ incentives for larger earnings and more s,. • 

Th, mil " n of the tax o,,' wealth war not accotnpanted by 
leor™ bnding rcdnc.lon in .he rates of the a-hnjf « 
of direct taxation. It was " a", 

should reconsider the matter and give atp . amdivided 
of direct taxation on individuals anc 

families. 

While the relief in respect of earned income should be 
welcome, L the same was calculated to serve as an incentive 
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to individual savings, at the same time the burden of corpo- 
rate taxation should be lowered, instead of being stepped up. 
From that point of view’, if the |x;nal tax on bonus shares was 
to be increased, it was reasonable to exjxrct that tax on excess 
dividend distribution should have been completely abolished. 
Taxation both on excess dividends and on bonus issues simul- 
taneously w’as difficult to justify in the context of the over- 
riding need for providing incentives to corporate enterprise. 

While it was gratifying to note that (lie corujuilsory distri- 
bution by comjianies engaged in industries and coming witli- 
in the purview of Section 23A was lowered to 45 tlie bene- 
fit resulting from the reduction in distribution |iercentagc to 
45 % the ca.se of industrial concerns would stand nullified 
by the imfxisition of a Wealth Tax on companies. I’he pro- 
ceedings before the Commissioner of Income-tax and the 
board of Referees in resjiect of manufacturing companies 
sliould be abolished. 

It was doubtful whetlicr the wealth tax couUl be justi- 
fied particularly wlien there was need to secure the rapid 
economic development of the country. No distinction had 
been matle between jiroductivc w’ealth and un|)roductive 
wealth anil such a distinction ought to have been made in all 
fairness. The levy on corporate enterprise wars highly objec- 
tionable. Fejuity capital had been shy as a result of various 
tax imjiosts affecting corporate enterprise and wealth tax on 
companies, in addition to impeding the formation of new 
companic.s, would only act as a serious dis-incentivc in the 
ca.se of c.xisting ones. Further, companies not having income 
or even incurring losses would also be liable to this tax. 
laking into account the provision enabling a carry-over of 
losses for the purpose of seeing that capital depletion did not 
take place, as a result of fiscal measures, a tax of this type on 
companies was most inajipropriate and w’as not called for. 
In view of the imperative need for nursing corjxirate enter- 
prise, the levy on w'ealth of companies was not justified at all. 

Further the wealth of a corjxiration came from the in- 
vestments made by the shareholders in the undertakings. In 
the first place, these shareholders would have to pay a wealth 
tax on that part of the wealth of corporate undertakings, 
which they had invested in tho.se corporations. In the second 
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place, the corporation would pay again the wealth tax on the 
same asset. The Government would as such be having the 
wealth tax paid to them twice on the same asset. Further, 
if the country had to maintain the export drive and if the 
industries participating in the international sphere had to pre- 
serve their place and position in the world market, their 
competitive capacity should not be in any way impaired. 
Moreover, at a time when the country was anxious to attract 
investment of foreign capital, the proposed tax on wealth of 
companies would act as a serious deterrent to intending in- 
vestors from abroad. The provision not to duplicate the 
Wealth Tax in resfxrct of private companies should extend to 
all companies. 

The expenditure tax had no parallel in the tax system of 
any country. Even in advanced countries like the U.S.A., 
the proposal for imposition of expenditure tax, although coU' 
sidered, was ultimately given up on account of the adminis- 
trative difficulties involved. The increase in the rate of 
tax over Rs. 60,000 was to 8% and tins rate for 

the higher income slabs giving the effective rate of 77% 
to 84% already provided for a higher levy and this factor 
automatically took cognizance of the extra spending factor. 
Such a levy, therefore, nearly approximated to an expenditure 
tax unless it was assumed that in rare cases persons with 
higher incomes spent less than those with lower incomes in 
these slabs. The proposal to levy the expenditure tax on 
assessees whose income was Rs. 60,000 or more, leaving 
[XTsons below that income to spend in any manner and 
to any extent they liked, created an anomalous posi- 
tion. At present, the Department added back a substantial 
amount if drawings of an assessee were not commensurate 
with his status in life. With the imposition of an expenditure 
tax, a sort of a facility would be granted to those persons 
who had moneys outside their books to be utilised with a 
plea that with the imposition of an Expenditure Tax, 
the expenditure as such had been curtailed. A measure of 
this nature was, therefore, bound to put a premium on 
assessees, who did not have their affairs straight. Even the 
Taxation Enejuiry Commission had not examined this re- 
volutionary suggestion. The path of wisdom and statesman- 
ship lay in dropping the measure altogether. 
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The all-round increase in indirect taxation seemed to 
be based on the third criterion postulated by the Finance 
Minister, viz. restraining of consumption over a fairly wide 
field so as to keep in check domestic inflationary pressures 
and to release the resources for investment. In the considered 
opinion of tlie Committee, the cumulative incidence of a 
number of increases in indirect taxes would result in pushing 
up the cost of living and would also have its impact on the 
wage structme. It was also a question whetlier taxation 
measures by themselves were anti inflationary and there could 
not be anv guarantee that the revenue from such taxation 
would necessarily be util ised for developmental purposes. 
Tlie Finance Minister liad justified the levy of excise 
duties partly as a measure of giving a fillip to the export 
trade. It was a moot point whether the increase in excise 
duties could, by itself, significantly lielp to achieve that object. 

It was gratifying to note tliat Government had appointed 
a high-povrered Committee to go into the aspect of public 
expenditure thoroughly and it was to be hoped that as a re- 
sult of the recommendations that might be made by this 
Committee, it would be possible for Government to take 
concrete action in the direction of cutting down the level of 
civil expenditure to the minimum extent possible and avoid- 
ing wasteful expenditure. 

The overall burden of increased taxation on the com- 
munity was such as wars beyond its capacity to bear. In this 
context, a taxation measure of this magnitude could be 
avoided to a certain extent by a rational phasing of tlie Plan. 
Even though it might not be practicable to phase the Plan 
as a whole, esjxxfially with regard to die main devclo[)mental 
projects, there appeared to be scojie for such phasing in 
respect of other schemes and projects, without seriously 
affecting tlie tempo of our economic progress. Such a course 
would go a long way in spreading, if not reducing, the fin- 
ancial burden on the community as a whole. Another factor 
which should be prominently taken into consideration in the 
formulation of the fiscal policy was the income potential of 
the community. It was absolutely necessary that the tax 
measures should be so regulated as to maintain, nurse and 
stimulate savings, both corporate and individual, instead of 
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the same being utilised on a progressive basis to divert useful 
resources to the State only, crippling the resources at the dis- 
postal of the citizen. With the progressive implementation 
of the Plan and the consequent increase in the income po- 
tential of tlie country as a whole, the revenue resources 
available to tlie State were also extiected to be augmented, 
thus enabling the State to obtain the necessary resources for 
imjilementing the Plan without unduly straining the capacity 
of the individual to meet tax burdens. 

The higher rates of excise on articles of daily consump- 
tion like sugar, tea, coffee, vegetable oils, tobacco and matches 
would inevitably result in raising their prices substantially, 
leading thereby to an increase in the cost of living and con- 
sequent demand for wage increases, that the levies on items 
like steel and cement would add materially to the capital 
cost of the Plan expenditure as also development expenditure 
in the private sector and that cumulatively the changes 
in direct taxation of the individual and companies would have- 
adverse effects on the incentive to work and save. The 
lowering of the tax-free slab from Rs. 4,200 to Rs. 3,000 
would rojre in a large number of the lower middle-class group 
who had been already subject to high cost of living consequent 
upon the various indirect levies. There was a legitimate 
ground for the apprehension that, if we did not hold the 
price line and the inflationary forces persisted in pushing up 
the cost of living and consequently the cost structure of the 
industries, the same might as well result in nullifying the 
anticipated benefit from die rise in national income at the end 
of the Second Five-Year Plan. 

Finally, initiation of changes in tax structure as would 
make tax yield progressively more resjxinsive to increased 
incomes and facilitate an orderly development of the economy 
with due regard to the social objective the country had 
adopted, would stand implemented only in theory because the 
result of the changes being effected might ultimately be that 
the country would get diminishing returns and for the sole- 
objective of not making the Plan flexible at all the very- 
productive sources might get crippled. Some flexibility and 
adjustment in the Plan outlay would not matter particularly 
when foreign resources and supply of capital goods were not 
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available to the country according to the estimates made. If 
this was done, a rational readjustment of the tax structure to 
make it less burdensome might not be difficult. 

Closely following this, an informal meeting of the repre- 
sentatives c)f the affiliated Associations of the Chamber was 
convened on 25th May 1957 to ascertain their views and 
reactions. A Special General Meeting of the members of the 
Chamber was called on 14th June 1957 elicit their views 
on the Budget Proposals. A deputation from the Chamber, 
led by Shri G. P. Kapadia, the Vice-President, waited on the 
Union Finance Minister on Saturday the 22nd June 1957 and 
during the course of the interview conveyed to the Minister 
the views of the Committee on the Budget Proposals. 

Meniordiidiiin oddressed to Ihft ('iOveynii>e}d of India re: 

'J'axalioTi Frojiosal.s : 

The Committee forwarded on iith July a detailed 
memorandum to tlie Government of India, in the Ministry of 
Finance, containing their views and observations on the Taxa- 
tion Proposals embodied in the Budget for the year 1957 ' 5 ^ 
also on the various clauses of the Bills introduced in the 
Parliament to give effect to llie financial i)roposals. A 
summary of some of the more important suggestions and 
observations is given below: 

(1) Taxation measures should be so regulated as to 
maintain, nurse and stimulate savings, both corpo- 
rate and individual, instead of the same being used 
on a progressive scale to divert resources to the 
public sector only, crippling in the process the re- 
sources at the disjiosal of the Private Sector. 

(2) While the burdens imposed by new taxation during 
last 15 months were bcyoncl the capacity of the 
country to bear, the future could not be contem- 
plated with et]uanimity if all the resources to cover 
the expeted gap of Rs. 858 crorcs or even a very 
substantial part thereof would have to come out of 
additional taxation during the next three years of 
the Second Plan priod. 

(3) The real resources available to the country were not 
adequate for launching upn a Plan of the specified 
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magnitude, and since the country would not be 
able to bear the burden of taxation at the rates 
contemplated as also deficit financing on any large 
scale, a more realistic approach in the matter was 
called for. 

(4) The strain and stress on the tax-paying public 
should not be of such a magnitude as to impair 
confidence and create a feeling of utter disappoint- 
ment, and if as a result of appreciation in prices 
the cost of the Plan went up, the logical remedy 
would lie in confining the lay-out to more essential 
projects. 

(5) In fixing the lay-out for the Plan, no consideration 
had been shown for the income }X)tential as a result 
of the huge Investment programme and this factor 
itself should warrant a proper readjustment of the 
Budget estimates and after taking due cognisance 
of such income potential the need for resort to fur- 
ther and heavier taxation might not exist. 

{ 6 ) Initiation of changes in tax structure in order to make 
tax yield more responsive to increased incomes and 
facilitate an orderly development of the economy 
would stand implemented in theory alone, inas- 
much as the net result of changes being effected 
might ultimately be that the country would get 
diminishing returns and for the sole objective of 
making the Plan not flexible at all tlie very 
productive sources would get crippled. 

(7) Resort should have to be made to a well-regulated 
borrowing programme and credit terms as also the 
participation of the industrially advanced countries 
for the setting up of industries in our country and 
such a method would mean a rational readjustment 
of the Budget lay-out. The process of finding out 
more than lo per cent of the resources for capital 
outlay from the revenue resources could not at all be 
justified. 

(8) There was an imperative need which had been 
stressed from different quarters for keeping non- 
developmental expenditure to the minimum level 
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possible so as to wake increasing resources available 
for development activities. 

(q) Constant vigilance, critical analysis and continuous 
economy in connection with the cost of running 
the administration of the country and that of run- 
ning the Plan were the inevitable needs and 
responsibilities of the times. 

(to) On the economic position being reviewed from time 
to time, and a proper readiiistment and lay-out 
being made of the Plan fullilmcnt and the budget- 
ing of the relevant items, the need for resorting to 
heavy additional or fresh taxation might not exist 
and, therefore, a realistic approach and a reasoned 
consideration was called for. 

(it) With the heavier and additional taxation corporate 
enterprise in the country would find it extremely 
difficult to function properly, let alone the ques- 
tion of incentives to save and invest being 
provided. If the unfavourable climate for capital 
formation in the country continued it would have 
serious repercussions on the successful implementa- 
tion of the Plan itself. 

(12) Dividend income, which was the produce of equity 
capital and which was the life-blood of corporate 
enterprise, should be treated as earned income and 
taxed as such. 

(13) Ploughing back of profits was essential and if for 
facilitating such ploughing back excess distribution 
of dividend was penalised, there was all the more 
reason for the total abolition of the tax on bonus 
issues. 

(14) In any event, the simultaneous levy of a tax on 
excess distribution and on bonus issue was a 
contradiction in terms and could not be justified on 
any fair and reasonable grounds. 

(15) The reduction of the distributable minimum to 45 
per cent made available to Sec. 23A Industrial 
companies should also be given to trading com- 
panies coming under the purview of that Section 
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and carrying on such business which helped in 
earning foreign exchange. 

(16) As regards the proposed tax on wealth its levy was 
neither wise nor justified, particularly when rapid 
economic development of tlie country was the 
prime need of the hour. 

(17) Wealth Tax on companies being a tax on productive 
capital would not only divert productive resources 
from the Private Sector to the Public Sector but 
would also act as a damper on corporate investment 
as a wliole and should not therefore be imposed. 

(18) The imposition of wealth tax on corporate under- 
takings would seriously deplete their financial 
resources and the impact of these new burdens 
would not only cripple their competitive strength 
but might also in cases like Shipping Companies, 
affect their very existence and should thererore be 
dropped altogether. 

(19) The imposition of the Wealth Tax on Individuals 
and Hindu Undivided Families could, in any event, 
be thought of only after a very substantial reduc- 
tion in tlie personal rates of taxation had been made 
and such a levy could, if at all, be justified only 
with die rate of the highest slab being brought down 
to the maximum of 50 per cent. 

(20) If, however, the Wealth Tax should remain, the 
following amendments would be required to lx; 
made in the Wealth Tax Bill: 

(a) Wealth usefully employed for industrial and 
incidental purposes should remain exempt 
w^hether tax be on individuals, Hindu Un- 
divided Families, Partnerships and Associa- 
tions on the one hand or on companies on the 
other; 

(^) In addition to companies coming under the 
purview of Sections 15C and 56A of the 
Indian Income-tax Act being exempted from 
the levy it w^as necessary to exempt the share^ 
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holders of such companies also from the levy- 
in regard to their respective shareholdings; 

(c) The test for determining the imposition of 
wealth tax on companies should not be 
whether the shares were held in the hands of 
particular individuals but whether the wealth 
of the respective Companies was employed for 
industrial, commercial or such incidental pur- 
poses which contributed to the economic 
progress of the country and if the assets were 
so employed, the respective wealth should 
remain exempt from the purview of the 
Wealth Tax legislation; 

(c/) The valuation of business assets should be on 
the basis of the cost /c.w all the depreciation 
allowable for it under the Income-tax Act. 
In respect of non-business assets the proper 
method should be to take the cost or market 
value whichever was lower and in case the 
Department desired to put a higher value the 
assessee should have the option of selling that 
property or asset in question to Ciovernment at 
the value fixed by Government for purposes of 
wealth tax levy. Tax on the basis of market 
values would be an amount of collection out 
of all proportion and might have its impact on 
the very existence of industries in this country; 

(c) In case of business and other assets, the tax 
should not be levied unless such assets earn- 
ed a net profit of at least 6 per cent on their 
capital value. The value of goodwill should 
be excluded in calculating net wealth unless 
the goodwill amount was actually realised; 

(f) Public charitable trusts, non-profit-making asso- 
ciations, whether registeretl under the Com- 
panies Act or not, which had no business 
activity as such, should be exempted from tlie 
provisions of the legislation under separate 
section; 
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(g) Foreign property owned by Indian citizens, 
whether agricultural or not, should not be 
subject to this levy. In any event, exemptions 
should be given in respect of properties 
situated outside India from which the owners 
were not able to receive the benefits due to 
remittance difficulties; 

(h) In all cases where the assessec was regularly 
preparing balance-sheets the valuation date 
should conform to the date on which the 
balance-sheet was prepared, whatever the pre- 
vious year for other sources of income of the 
assessee ; 

(i) Where assets were held by court of wards, 
administrator-general, trustees, etc. and wealth 
tax levy was made on them in respect of such 
assets, they should be given first charge on the 
income of the asset for payment of the tax due 
on the same; 

(/■) Liability of agents in rcsjxct of properties 
owned by persons not resident in India should 
extend to a resident agent only where the agent 
in cjuestion had absolute control over the 
property or wealth as if it belonged to him; 

(^) With regard to any dispute of valuation, the 
same should be referred to independent persons 
as arbitrators and the proceeciings conducted 
under the Indian Arbitration Act; 

(/) The power of review vested in the Commis- ^ 
sioner should not be confined to cases where 
the decision of the Wealth Tax Officer was pre- 
judicial to revenue but should also extend to 
all cases where the assessee felt that justice 
was not being done to him; 

{m) Right of appeal should also be provided from 
order imposing a penalty in the course of re- 
covery of the wealth tax due from an assessee; 

(«) Income-tax Practitioners should be allowed to 
appear before the Wealth Tax Authorities; 
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(o) The winimum net wealth not liable to tax 
should be increased to Rs. 5 lakhs in the case 
of Individuals, Rs. 7 lakhs in the case of 
Hindu undivided families and Rs. to lakhs in 
the case of Companies. As in the Estate Duty 
Act, over a particular range, assessment of 
wealth tax should be made by Inspecting As- 
sistant Commissioners and above a still further 
range by Commissioners: 

(p) The most inc(]uitous part of the wealth tax 
levy being the incidence of double taxation, 
with a view to remove this obnoxious feature, 
the concession contemplated under Rule 2 of 
the Schedule should also be made available in 
resnect of companies, public as well as private, 
including Sec. 2:5 A Companies; 

(^) The Wcaltli Tax being a totally new measure 
great care should be taken \n its administra 
tion. Officers i)eIow the rank of Commis- 
sioner should not be vested with any powers 
of search and as far as possible clieck up of 
\^'eal{h slmuld be done by resort to voluntary 
declarations and income-tax assessment records 
and coercive methods sliould not be em[)loyed 
for this purpose; 

(21) Tlic Exncndituic Tax, !)cing a measure having no 
parallel in the tax system of any country and being 
very difiicult to handle administratively, the im- 
position of the same would not at all be desirable 
and sltould be drop[)cd altogetlicr. 

(22) If, however, the levy was to remain, the following 
amendments were required to be made in the rele- 
vant Bill: 

(a) The definition of the term “ Expenditure 
should be modified in such a way that it 
would mean only a pure item of expenditure 
as such and any expenditure which was related 
to gross income under any one of the items 
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of charge under Income-tax Act should not 
mean an item of expenditure. In other 
words, expenditure should include only items 
other than those creating an asset or money or 
money’s worth; 

{h) Definition of the term “ Dependent ” should 
be extended so as to include parents, brothers, 
sisters and other relations who were entirely 
dependent upon the assessec for tlieir means of 
livelihood ; 

(c) All exocnditurc incurred on relatives, whether 
they be near relations or not, should be 
excluded from Ex)xmditure Tax; 

(d) The items of expenditure listed below' should 
also be exempted from this tax: 

(i) Medical fees and other expenses incurred 
for health reasons; 

(ii) Contributions matlc to charities; 

(iii) All expenses incurred on training or 
education either of the assessec himself or 
his dependents, in India or abroad; 

(iv) Expenses (if foreign tour for business 
purposes or for attending International 
Conferences ; 

(v) Exficnses incurred on pilgrimage or for 
fulfilling public engagements; 

(vi) Funeral, birth and other religious ex 
pc uses; 

(vii) Expenditure incurred in repairing or 
replacing of immovable property or for 
repairing loss due to theft, burglary, 
fire or flood, etc.; 

(viii) Expenses incurred for defending person 
or property in legitimate law suits; 

(e) Items like Jewellery, Furniture, Motor cars, 
etc. in respect of which only 1/5^^ of tlieir 
value was to be excluded from taxable ex- 
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penditiire being asset items should be left out 
of the purview of the Expenditure Tax alto- 
gether and only the expenditure thereon 
should be taken into consideration; 

(/) The power of review by the Commissioner 
should extend to all cases of injustice and not 
confined to cases where it was prejudicial to 
revenue. 

(g) Minimum allowance available to an assessce 
should be raised to Rs. 36,000 from Rs. 
24,000 on the distinct understanding that 
the various exemptions asked for were not 
disturbed. 

Representatives of the Chamber met the Select Com- 
mittee of the Lok Sabha re: Wealth Tax Bill and Expenditure 
Tax Rill on Saturday, the 3rd August 1957, reiterated 
some of the salient [X)ints arising out of the detailed memo- 
randum earlier submitted by the Committee. 

Enquiry by the Finance Commission 

The Committee submitted a detailed Memorandum of 
their views and observations on the problems to he examined 
by the Finance Commission in the light of the terms of 
reference to the Commission which, amongst others, included 
the question of distribution of taxes on income other than 
Corporation tax, the basis on whicli the States’ share of in- 
come from taxes should be distributed, etc. The Committee 
pointed out that following the recommendations of the first 
Finance (commission, the revenues derived from taxes on in- 
come other than the Corporation tax were divided between 
the Centre and the States on the basis of 35 to 45%. Having 
regard to the various factors which should be taken into 
consideration in deciding upon the distribution of the 
income-tax between the Centre and the States, the Committee 
felt that the States, as recommended by the Expert Committee 
on financial provisions, should be permitted to share the net 
proceeds of taxes on income to the extent of 60%. On the 
question of the basis on which the States’ share should be 
distributed among the various States inier se, the Committee 
felt that while no single factor could be uniformly applied 



INDIAN IVI E R C I I A N T S * C H A M B E R 41 

for this purpose, attributability rather than needs should be 
given more emphasis. The first Finance Commission had 
t^h^t a State’s share of income-tax should be 
8 o% on the basis of population and 20% on the basis of 
collection of income-tax of a State. The Committee ex- 
pressed the view that the factor of population was unjustifi- 
ably emphasized and consccjuently, the State of Bombay, 
which was making increasing contribution to the Central Pool 
in the shape of income-tax revenues, was not receiving 
adecjuate share. The Committee were of the opinion that 
viewed from any angle, the case for a substantial increase 
in the share of Bombay in the total shared revenues from 
income-tax was irresistible, inasmuch as, both from the point 
of view of the population of the reorganised State and its 
contribution to the Central Pool, the case of Bombay for an 
increased share in the income-tax allocations rested on 
sure grounds. Referring to the commercial and industrial 
importance of the State of Bombay which, in turn, made it 
possible for the State to make a handsome contribution to 
the income-tax pooh the (x)mmi(tcc pointed out that in an 
industrial State, there were certain special problems, such as 
the existence of a large number of towns and cities in which 
large population was concentrated. It was necessary that 
steps should be taken to tackle the problems created by the 
conditions of the concentration of population, such as the 
maintenance of law and order, hygenic conditions, slum 
clearance, etc. This called for colossal expenditure and, 
the Committee submitteil, the State should be able to derive 
a greater benefit out of the proceeds of the taxes on income 
and other imposts made possible through pursuits and 
avocations of the peoples of the State. Otherwise, the very 
reasons which enabled them to contribute largely to the 
Central fisc might lead to the im{xxsing on them greater tax 
burdens at the hands of the State Government in its efforts 
to find resources to meet expenditure necessitated by the con- 
ditions referred to herein. The Committee also pointed out 
that the State had endeavoured its utmost to find resources 
for expenditure in terms of the targets laid down by the 
Planning Commission and in that process, the people of the 
State were heavily taxed. The people were, therefore, justi- 
fied in expecting that the Centre would allocate a fair share 
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likely to be caused as a result of the amendment to the 
Income-tax Act by the introduction of sub-sections (2B) and 
(2C) to Section 10 of the Act expressed the hope that 
Government would take all steps necessary so that the 
administration of the Rules was so conducted as to smoothen 
the working of the Deposit Scheme envisaged by the said 
sub-sections of Section 10 of the Indian Income-tax Act. 


They 

Rules 


made the following suggestions 


on 


some of the Draft 


Rule 2(2): Referring to sub-rule (2) of Rule 2 which 
defines the term “ approved purpose ’’ it was suggested that 
amouiits utilised in the lay-out for the stock-in-trade, stores 
and other ouistandings and advances made for the business as 
well as on trade items should be treated as made for approved 
purposes. In short only the lay-out during the particular 
year in extraneous investments and for surplus cash should be 
considered for the purposes of deposit while the remainder 
should ipso facto be treated as laid out for an approved 
purpose. 

Rule 2(8): Regarding sub-rule (8) of Rule 2 which 
defines the term "" statutory surplus ’’ it was suggested that it 
should be clearly provided that the income to be taken into 
consideration for the purpose of arriving at the statutory sur- 
plus should be the income ascertained according to commer- 
cial principles and not the assessable income, since by having 
the basis of the assessable income disallow^able items like 
donations and other necessary expenses which go out of the 
coffers of the company but which are, due to certain provi- 
sions contained in tlie Act or for other technical reasons, added 
back to the assessable income, would not remain in the hands 
of the Com[)any and the cash resources of the Company would 
stand depleted to that extent and yet tlie Company would 
be called upon to make a deposit in respect of die same. It 
was also suggested tliat speculation losses should be taken into 
account in arriving at the statutory surplus and that deduc- 
tions in res|X'Ct of the tax payable by the companies should 
include all the taxes payable under die Act. 

Rule 3: In respect of Companies having income in 
countries like Pakistan which prevent remittances from their 
countries it was suggested that the income to be taken into 
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consideration for the computation of deposit should be that 
portion of the total income that arises within India. 

Rule lo: The 6% interest payable on deficit amounts 
of deposits under sub-rule (i) of Rule lo should not be in- 
sisted upon and in the alternative it should be made clear that 
the amount of interest paid by a company according to this 
sub-rule should be included in the total amount to be avail- 
able for refund. Again in fairness to the company, it is 
desirable that allowances should be given to the extent to 
which a company is actually able to make the deposit; and 
where the company is able to make only a part deposit, part 
allowances should be given and the whole amount should not 
stand forfeited. 

Rule ii(i): Since the Draft Rules relate only to depo- 
sit of current profits, refunds for utilisation in approved pur- 
poses should be granted out of the current profits deposits 
irrespective of the accumulated profits and reserves of the com- 
pany having been utilised or not for the purpose. 

Rules 14 & 15: With regard to this Rule, it was sug- 
gested that before the Board of Referees pass any order regard- 
ing the amount to be refunded it should give an opportunity 
to the party to submit its case and explain its position before 
tlic Board as had been provided in sub-sec. (4) of Sec. 23A 
of the Act. 

Rule 16: Non-officials having business experience 
should be included in the Board of Referees that Government 
may appoint under this Rule. 

The Committee of the Chamber suggested that the fol- 
lowing categories of Companies should also be exempted from 
making any deposit: 

(1) Companies entitled to exemption under Sec. 15C of 
the Income-tax Act; 

(2) Companies whose assessable income is nil or minus; 

(3) Companies registered under Sec. 25 of the Com- 
panies Act, 1956; 

(4) Companies which have borrowings and have no ex- 
traneous investment or surplus cash and Companies 
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where the extraneous investment and surplus arc 
less than the borrowed amounts. 

Regarding the rate of deposit it was suggested that the same 
should be 37 ‘4% ^^d not 50%. 

In respect of non-manufacturing aunpanics with limited 
capital resources and limited amount of fixed assets but having 
a very large inco ne every year it was suggested that an over- 
all provision should be made in the Rules to the effect that the 
deposit amount in their cases should in no case exceed so /o 
of the amount of depreciation and /or the development rebate 
allowance for a particular year since in their case the allow- 
ance by way of depreciation may be of a small magnitude but 
in order to avail of the advantage of the allowance of such 
amount the working now visualized by the rules might entail 
a very heavy dcjxisit, totally out of proportion to tlie amount 
of depreciation allowance. 

Compensation to Shareholders of the Life 
Insurance Companies 

In a communication dated the 24th July addressed to the 
Ministry of Finance, the Committee drew attention to the fact 
that, in spite of the long period tliat had elapsed since Gov- 
ernments action in nationalising Life Insurance business m 
the country, the question of compensation to tlie shareholders 
iiad not so far been prominently brought to the fore and ihe 
necessary decision arrived at respecting the same. They 
pointed out that the moneys of a good number of people, who 
minht have invested their savings in the shares of Life Insur- 
ance Companies, were, as a result, locked up, and they were 
not netting any return on the same by way of dividend as 
■ibo could'not utilise them for investment or business in alter- 
native avenues. 1'hc inordinate delay in the matter of pay- 
ment of compensation naturally engendered a feeling of sus- 
pense and anxiety in the minds of those affected. 

The Committee, therefore, urged that in the case of such 
of those Life Insurance Companies in regard to which there 
was no adequate cause for delaying compensation payment, 
and the minimum quantum of compensation generally, which 
was not in dispute, compensation should be paid off imme- 
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I diately without any avoidable delay. Also, in case payment 
; of CO npensation was unduly delayed for whatever reason, the 

I shareholders concerned should be given a reasonable rate of 
I interest of their share amounts. 

The Life Insurance Corporation of India in their reply 
dated the 31st August informed the Committee that the prin- 
:> ciples according to which the amount of compensation had to 

^ be determined varied according to as tlic insurer came under 

Part A, Part B or Part C of the First Schedule to the Life In^ 
surance Corporation Act. Out of 68 cornpames whicli feu 
i under Part A, the amount of compensation had been deter- 

*' mined by the Corporation in respect of 57 companies and 

after obtaining the approval of the Central (jovernment, com 
! pensation had been offered to them. As for companies fall- 

' ing under Part B it was necessary tor the purpose of computa- 

tion of the amount of compensation, to get the accounts made 
up as at 1 9th January 1956 and also undertake the actuarial 
valuation as at that date. A considerable amount of work 
was involved; even so, compensation had already been offered 
to 8 such insurers. For co-operative or mutual institutions, 
the compensation was payable to the policyholders in the form 
of an addition to the sum assured under tlicir policies. Such 
i addition had already been credited to the respective policies 

i in November 1956. 

i 

I Meeting with the Member (Income-tax), 

*1 Central Board of Revenue 

I 

'f, The Committee as well as the Law Sub-Committee and 
I the Income-tax Sub-Committee met Shri V. V. Chari, Mem- » 

i her (Income-tax), Central Board of Revenue, on Thursday, 

I the 26th September 1957. The following issues were raised 

f by the Committee in the Memorandum that was placed 

^ before Shri Chari: 

I (i) Section 18A of the Indian Income-tax Act — Im- 

I position of Penalty. 

(2) Extension of time for filing of returns of income, 
etc. 

(3) Bad Debts. 
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(4) Section 2(6A)(<?) — Treatment of Advances to share- 
holder as dividend. 

(5) Sections 42 and 43. 

(6) Setting off Speculation Losses against Speculation 
Profits. 

(7) Payment of Taxes on Disputed amounts. 

(8) Issue of Refunds. 

(9) Allowance of Legal and Accountancy Ex{x:nscs. 

(10) Payments for Charitable Purposes — Relief to part- 
ners. 

(11) Current Profits Deposits. 

(12) Powers of Appellate Assistant Commissioners. 

(13) Assessment of Firms. 

(14) Section 49C. 

(15) Reliance to be placetl on Books of Accounts of 
Assessees. 

(16) Assessments to Income-tax of Trade Associations, 
Chambers of Commerce, etc. 

(17) Group System of Working. 

(18) Wealth Tax Returns. 

(19) Arbitration Proceedings under the Wealth Tax Act 
and the Estate Duty Act. 

(20) Rule 2 of the Schedule to the Wealth Tax Act. 

(21) Assessment to Wealth Tax of Trade Associations, 
etc. 

The following is a summary of the replies given by Shri 
Chari to some of the {xhnts raised for discussion : 

In regard to the point about Imposition of Penalty — 
‘Section 18A of the Indian Income-tax Act — Shri Chari 
approved the suggestion made by the Committee that, while 
penal interest might be charged on merit, im{X)sition of 
penalty should be made only in cases where there was deli- 
berate attempt at concealing a source of income or deliberately 
under-stating an item of income, and not otherwise. In his 
opinion, since charging of penal interest under the Section did 
not amount to an adjudication of any issue, no provision for 
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an appeal was therefore necessary in this behalf. In regard 
to the point about bad debts, Shri Chari stated that usually 
bad debts were being allowed wherever there was frima facie 
evidence concerning the same and added that if the Depart- 
ment was satisfied that a debt became bad in a particular or 
in a subsequent year, it would be allowed in the year in which 
it became so bad. Dealing with the suggestion that loans and 
advances actually paid ofl by a shareholder, otherwise than 
from dividend, should be treated as proper payments back and 
that no cognizance be taken in respect of those items in the 
assessment of the shareholders, and that when a loan or 
advance remained actually outstanding the inclusion by way 
of dividend should only be to the extent of the share of the 
particular shareholder in the reserves and surpluses on the 
basis his holding had to the total sliarc capital of the concern, 
and not to the full extent of the loan amount, he pointed out 
that the provision had been in existence only for a very small 
jxjriod and that he would take note of the grievances of the 
asscssees in this behalf for careful consideration. Shri Chari 
was of the view that Sections 42 and 43 were in no manner 
hampering the export trade of the country and invited refer- 
ence to the various Circulars issued by the Central Board 
from time to time clarifying the position re: liability of non- 
resident exporters and of Indian importers of machinery on 
instalment payment basis and expressed that, if the only opera- 
tion in India was the receipt of Bank documents and payment 
of money thereon, no assessment would be made on accrual 
basis. Shri Chari agreed with the suggestion made by the 
Committee that speculation profits should first be allowed to 
be absorbed by speculation loss carried forward and that the 
balance alone should be set off against losses from other 
sources, instead of the existing practice of arriving at the assess- 
able income by setting off speculation profits against losses 
under other sources before setting off speculation loss carried 
forward. Regarding keeping in abeyance payment of taxes 
on disputed amounts till disjxisal of appeals or reference at 
the final stage, Shri Chari said that under the law such keep- 
ing in abeyance was restricted upto the stage of the disposal 
of" appeal by an Appellate Assistant Commissioner and that it 
was impossible to give a definite formula to be applied in all 
cases, but added that every case would be examined on its 
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merits and in extremely hard cases tax on disputed amount 
could be deferred till the disposal of the final apjxal or refer- 
ence. As regards the complaint that refunds were not being 
issued quickly, Shri Chari asserted that the complaint was not 
quite correct and iliat in 95% of the cases refunds were granted 
straightaway. Shri Chari stated that the practice of allowing 
Lawyers’ and Accountancy fees as expenses in connection 
with the settling of income-tax liability could not be extended 
to expenses incurred at higher stages of appeal or reference, 
as, in his view, the existing position was quite generous and 
most of tlic work of accountants would have been completed 
before the Income-tax Officers. In regard to assessment of 
V/ealth Tax of Trade Associations, etc., Sliri Chari clarified 
that trade associations, cliambcrs of commerce, etc., even 
though not registered under Sec. 25 of the Companies Act, 
1956, would be exempt from Wealth Tax. 

The Wealth Tax Act, 1957 

According to the instructions contained in Circular No. 
3-wT of 1957 dated 28th September 1957, by the 

Central Ikiard of Revenue containing instructions on location 
and valuation of assets under the Wealth Tax Act, 1957, it 
has been provided that where the value of the assets repre- 
senting immovable properties cannot easily be ascertained in 
a manner therein indicated, the Wealth Tax Officer should 
be empowered to adopt the capital value of the property deter 
mined by the appropriate authority in the latest assessment 
for purposes of property taxation. Where such Municipal 
valuation was too low by reason of the rents received being 
small or where no valuation had been made by any Munici- 
pality or where the property was situated in a locality in 
which there w^as no Municipality, the Wealth Tax Officer 
had been authorised to estimate the reasonable annual value 
of the property and determine its capital value as a multiple, 
say, twenty times of such annual value. The Committee in a 
communication dated 29th November addressed to the 
Central Board of Revenue in this connection, pointed out that 
it would be unfair and inccjuitable to assess the capital value 
of property by way of multiplying its annual value by 20 
times. They felt that the capital value should not exceed 15 
times the net annual value of the property after deducting all 
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the taxes paid in respect o£ the property as well as the cost 
of repairs, insurance and other reasonable expenses incurred 
in connection therewith. The Committee requested diat the 
instructions in this behalf should be suitably modified on the 
lines of the suggestions made by them. 

Wealth Tax Act, 1957 — Difficulties experienced by 
Companies re: Computation of Profits, etc. 

It was represented to the Committee that with the 
coming into force of the Wealth Tax Act, 1957 ’ 
charge of affairs of Joint Stock Companies in the country 
were put to certain doubts in the matter of the correct treat- 
ment of the amount payable by companies by way of wealth 
tax while ascertaining the assessable profits thereof for pur- 
poses of income-tax, and also for arriving at the net profits 
within the meaning of Sections 348 and 34rj of the Com- 
panies Act, 1956, for calculating the remuneration of Man- 
aging Agents and/or Directors. The Committee in a com- 
rnunication dated 3()tli Decenber addressed to the Government 
of India in the Ministry of Finance requested them to clarify 
the point whether the amount of Wealth Tax payable by a 
company could be deducted for arriving at die assessable jiro- 
fits for inconic4hax purposes and for calculating tlic net profits 
for payment of remuneration to Managing .Agents and/or 
Directors. The Committee requested Government to issue 
necessary clarification by way of a circular as early as possible. 

Wealth Tax Act— Sections 45(d) and 5(i)(xxi) 

In a communication addressed to the Central Board of ^ 
Revenue, the Committee pointed out that in drafting Clause 
(xxif of sub-section ( i ) of Section 5 of the Wealth 1 ax Act, 
the intention of the Select Committee did not appear to have 
been fully implemented. While under Section 
emption was available even to companies incorpoiatcd befoic 
the coming into operation of the Wealth Tax Act and it was 
clear from the Rejrort of the Select Committee that they had 
intended that similar relief should be given to companies 
which undertook substantial expansion of their undertakings, 
the exemption available under Clause (xxi) of sub-section (i) 
of Section 5 had however been confined to new units set up 
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after the commencement of the Act. The Committee, there- 
fore, felt that there had been some inadvertence in the drafting 
of Section 5(i)(xxi) and requested Government to make the 
necessary amendment for making the benefit under Section 
5(i)(xxi) available to new units established by existing com- 
panies even before the coming into operation of the Wealth 
Tax Act and in the meanwhile to allow the benefit under 
executive instruction. 

Disposal of Appeals by Appellate Assistant Commissioners 
during the pendency of similar issues before the High Courts 

The Committee in a communication dated the 3rd April 
addressed to the Central Board of Revenue referred to the 
representations to the effect that the hearing of a|)peals pend- 
ing before the appellate assistant commissioners of income-tax 
involving issues similar to those decided upon by a High 
Court in favour of the assessees were being ))ostponcd from 
time to time in certain cases on the ground that the decision 
of the High Court was being taken up in appeal before the 
Supreme Court, and in other cases disposing of appeals pend- 
ing before the appellate assistant commissioners involving 
issues similar to those pending before a High Court by 
expediting their disposal without taking into consideration the 
requests made by assessees for postponement of such cases 
pending the disposal of the reference before the High Court. 
As a result of this approach made by the Department in the 
disposal of the appeals, the assessees were put to great finan- 
cial strain inasmuch as on the one hand they were deprived of 
the benefits of the decision of the High Court in their favour 
by way of refund and on the other they were required to com- 
ply with a demand for payment of taxes arising out of the 
disposals of appeals against them. As an instance in point, 
the Committee referred to the disposal of cases under Section 
24(1) of the Act involving the question of splitting up of 
s|>eculation loss from other business loss, a reference in regard 
to the correct interpretation of which was pending before a 
High Court. The Committee requested the Board to con- 
sider the difficulties explained above and issue necessary in- 
structions requiring the Department to adopt a reasonable 
and consistent attitude in the matter of disposal of appeals 
before appellate assistant commissioners. 
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Payment of Taxes on Disputed Amounts 

The Coinrnittee in a communication dated 29th Novem- 
ber addressed to the (xntral Board of Revenue referred to the 
assurances that in regard to payment of taxes on disputed 
amounts, every case would be examined on its own merits 
and in extremely hard cases payment of tax on disputed 
amount would be deferred till disposal of the hnal appeal or 
reference. The Committee pointed out that even so, cases 
had been brought to their notice in which orders for keeping 
in abeyance payment of taxes on disputed amounts till the 
disposal of the reference before the High Court were being 
amended and the parties called upon to make pavment of the 
full amount of the tax notwithstanding the pendency of the 
reference for disposal before the High Court. The Com- 
mittee fxiinted out that such an action was not justified and 
stressed that once an order had been made for keeping in abey- 
ance payment of taxes pending disposal of an appeal or refer- 
ence before a particular forum the same should not be dis- 
turbed until such time as the appeal or the reference was 
disposed of. The Committee, therefore, requested the 
Central Board of Revenue to issue suitable instructions in this 
regard so that, except under extraordinary circumstances, 
orders for keeping in abeyance payment of taxes on disputed 
amounts until the dis{X)sal of reference or appeal would not 
be altered or modified. 

Levy of Additional Super-tax on Bonus Shares and Super-tax 
Dividends — Difficulties arising out of 

The Committee in a communication dated iqth March 
1957, addressed to the Government of India, referred to the 
proposals contained in the Finance Bill, 1956, and recalled 
the observations thereon to the effect that they would result 
in reducing the quantum of savings for fresh investments and 
had suggested Government to give facilities for the private 
enterprise to increase corporate and personal savings and also 
give such direct assistance in the form of special concessions 
in cases where profits were ploughed back in investment for 
expansion of the existing and the growth of new industries. 
In this connection, they particularly made a reference to the 
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delay experienced by companies in getting applications for 
issue of bonus shares sanctioned even when the applications 
fully complied with the various regulations framed for the 
pur);x)se. The Committee suggested that for the purpose of 
restoring confidence in the investment market it was necessary 
that disposal of applications for bonus shares issue should be as 
expeditious as possible. Regarding the levy of additional 
singer-tax at a graded rate on dividends declared by companies 
above 6% of the paid-up capital, the Committee observed that 
the impost calculated on the paid-up capital alone without 
taking into consideration the reserves was unscientific in prin 
ciple and unfair to those companies which had built up their 
reserves. They, tliemfore, reiterated tlieir suggestion that tax 
on dividends should be based on paid-up capital including 
reserves instead of on paid-up capital alone. 

Income-tax on Amounts received by Employees 
by way of Gratuity 

Under Section 7 of tlic Indian Inconxv-tax Act, amounts 
received by cmidoyccs under the Scheme of Gratuity framed 
by their emrdovers were liable to income-tax in their case 
under the head ' salaries’ . In bringing these payments to tax 
in tlic year wlicn the employee leaves tlic service of the cm 
ployer, they arc added on to the incon^^ of the employee in 
that vear, so that the amounts by way of gratuity become liable 
to tax at a high rate and in some cases, a rnajor portion of 
this amount is consumed by x^ay of taxes, thus defeating 
the object of payment of gratuity. 

The Committee in a communication dated 1 ^th April 
addressed to the Central Board of Revenue, therefore, sug- 
gested that a Scheme should be evolved by which the amount 
of gratuity was not whittled down and at least a major per 
tion of it accrued to the employee. For this |)iirpose, the 
Committee suggested that the amount of gratuity received by 
an employee sliould be spread over at least for a period of 
3 years, commencing from the year subsequent to the year 
of leaving the service of the employer. Alternatively, the 
payment received under the Scheme of Gratuity should be 
considered as income accruing to the employee in the year 
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subsequent to the year of his leaving the service and assessed 
to tax as income of that year. 

The Central Board of Revenue in their reply dated 29th 
April pointed out tliat Section 60(2) of the Income-tax Act 
provided for the grant of relief by the Central Covernment 
in cases where an employee was taxed by reason of the receipt 
of a gratuity at a rate higher tlian tliat at which he would, 
otherwise, have been taxed. This relief would be given if 
the employee applied for it from the Income-tax Officer. In 
their view, no further relief in the matter was called for. 

Indian Income-tax Act— Section io{2)(vi) — 

Allowance of Initial Depreciation 

Section 10(2) fvi) of the Indian Income-tax Act provides 
inter alia for an initial depreciation allowance in addition to 
the usual dcjireciation allowance in respect of buildings newly 
erected or machinery or plant newly installed after 31st March 
1945. On a strictly legal interpretation of ihe provision, it 
had been held that an asscssee would be entitled to claim this 
initial depreciation on a buthling newh' erected by him 01 
machinery or plant installed by him after tne relevant date 
•only if the building or the plant and macliinery was used for 
purposes of the business in the accounting year. In a itarti- 
cular case, the Bombay High Court held that in order to 
enable an as.scssce to claim the initial depreciation tlnee con- 
ditions had to be satisfied, viz. (1) a business must be carried 
on by the assessce, (2) for the purpose of the business the 
building must be erected m the year ol account, and (3) 
the building must be used for purposes of the business. The , 
High Court, how'cver, was conscious of and gave exoression 
to the anomaly and inconvenience which was likely to lx; 
caused to an assessce by putting such an interpretation upon 
Section io(2)(vi). 

The Committee in their letter dated the 28th March 
1957 addressed to the Central Board of Revenue pointed out 
that the object in allowing initial depreciation was to give an 
impetus to businessmen and industrialists to start new factories 
and to instal new machinery, and it w'as but proper that 
initial depreciation should be granted in cases where the build- 
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ing was erected or the plant and machinery installed in the 
year of account even though they might not have been used 
for the business of the assessee in that year. 

The Committee urged the Central Board to issue execu- 
tive instructions for giving initial depreciation to such cases, 
the facts of which were similar to the one considered by the 
High Court of Bombay, and, if necessary, to take such steps 
as might be required for amending the law for giving effect 
to the opinion of the Higli Court. The Central Board of 
Revenue in their reply dated qth April informed the 
Committee that instructions had already been issued in June 
1956, to all Income-tax Officers to allow initial depreciation 
in the first year of use of the newly erected machinery or 
newly erected building. 

Indian Income-tax Act — Section 16(2) — 

Grossing up of Dividends 

Prior to the amendment of the proviso to sub-section (2) 
of Section t 6 of the Indian Income-tax Act by the Finance 
Act, 1956, dividends declared by a company from the profits 
of previous years, which had already been subject to tax, were 
not grossed up on the plea that the company was not liable 
to income-tax on these amounts in the relevant assessment 
year. Though assessees in resfx'ct of whose assessments sub- 
stantial amounts were involved and w;ho were in a position 
to obtain necessary advice and test the decisions of the 
Income-tax Officers in appeal, filed appeals before the Apfx^l- 
late Assistant Commissioner, many poor assessees w^ho did 
not have the benefit of such advice did not file appeals. As 
the decisions taken by the Income-tax Officers did not appear 
to be proper and arose out of a misconstruction of the relevant 
provision, representations w^ere made to Government for a 
clear clarification of the implications of the relevant provision 
and this was done by re-casting the proviso under the Finance 
Act of 1956 and giving the necessary relief in respect of gross- 
ing up. Flowever, those assessees who did not file appeals 
against the orders of the Income-tax Officers as well as those 
whose appeals w-ere dismissed by the Appellate Assistant 
Commissioners but could not proceed further before the 
Tribunal or before the Commissioner of Income-tax were not 
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in a position to avail of the benefits arising from the clarh 
ficatory amendment made in 1956. While assessees who 
made refund applications after the amendment got the bene- 
fit of grossing up, those who had already submitted applica- 
tions before the said amendment were deprived of the relief. 

The Committee in their letter dated the 28th March 
addressed to the Central Board of Revenue, expressed that the 
discriminatory treatment was not justifiable and required to 
be set right. They, therefore, suggested that necessary 
departmental instructions on the following lines be issued in 
order to remedy the hardship and injustice caused to those 
assessees who had been (Icprived of the beneht of the relevant 
provision of the amended proviso for no fault of theirs: 

(1) By rectifying under vSection ^5 of the Act those 
assessments where dividends paid from past profits 
had not been grossed up; 

(2) By granting relief under Section 48 of the Act by 
requiring the assessees to submit fresh refund 
applications. 

The Centra! Board of Revenue in their reply dated 
ibth Af)ril informed the Committee that tltey were unable 
to accept the suggestion. 

Indian Income-tax Act — Section 10(2) (vi) — Depreciation 
Allowance in respect of Sewing and Knitting Machines used 
in the manufacture of Ready-made Garments 

According to Rule 8 of the Indian Income-tax Rules, 
1922, sewu'ng and knitting machines cmnloved in the manu- 
facture of hosiery and w'oollen goods arc entitled to deprccia 
tion allowance of 15%. As there is no specific mention 
regarding the rate of depreciation allowxince on sewang 
machines employed in the manufacture of ready-made gar- 
ments, depreciation is being allowed on such machines only 
at the rate of 7"^/ , being the rate applicable under the general 
item machinery and plant The Committee in a com- 
munication dated ist November addressed to the Central 
Board of Revenue pointed out that since sewang machines 
employed in the manufacture of ready-made garments were 
subject to the same wxar and tear as those employed in the 
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manufacture of hosiery and woollen goods, it was reasonable 
to suggest that sewing machines employed in the manufacture 
of ready-made garments should also be subject to the same 
rate of depreciation allowance, viz. 15%* Such a rate of 
depreciation would also be fair having regard to the normal 
life of the sewing machines. The (k)inniittec, therefore, 
requested the Central Ik^ard of Revenue to give consideration 
to this suggestion and to bring about suitable modiheation in 
the relevant rules. 

Indian Income-tax Act, 1922 — Section 9 — Coniputation of 
Income from House Property — Allowance in respect of 
Municipal Taxes, etc. 

The Committee in a communication dated 15th October 
addressed to tlic Central Board of Revenue again invited 
Government’s attention to tlu" inequity of irnpoang on pro- 
perty-owners obligation to pay income-tax o!i a'uounts 
represented by payments made in regard to taxes levied by 
local autlioritics. Ihc rebel however was not forthcoming 
and, it was pointed out, as a result of tl]c amendment made 
by the Indian Income-tax (Amendment) Act, only one- 

half of the total amount oi taxes levied by any local autltority 
in respect of (lie property were allowed in computing the 
income from proj)crty. Taxes levied by a local authiority 
included a tax or rale for water su['>plics by it as well as con- 
servancy tax. All these taxes, together with the general tax, 
were considered for tlic purpose of tlic Explanation to sub- 
section (2) of Section q of the Indian Income-tax Act as taxes 
in respect of property and only 50% of the amounts so paid 
were allowed in computing ttie income from property. In 
this connection, the Committee referred to a decision of the 
Bombay High Court wherein it was held that the conservancy 
tax and tlie water rate were not taxes in respect of pro- 
perty and tlic asscssce was tliereforc entitled to the deduction 
of the whole of the conservancy and water taxes from his 
gross rccci|)ts from property. In view of the above decision 
they urged that assessees who had been assessed on the income 
from property based on wrong interpretation of the relevant 
provision of the Act should be given the necessary relief. 
For this purpose the Committee suggested that in respect of 
assessments completed within the last one year the Commis- 
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sioners of Income-tax should be instructed to give automatic 
allowance of the full amounts paid by way of water tax or 
conservancy tax. The Committee further suggested that 
even in respect of assessments relating to assessment vears 
1951-52 onwards relief of the kind should be given. 

Meeting with Shri M. K. Venkatachalam, Deputy Sccrctar)> 
Ministry of Finance, Government of India 

The Committee and the Internal Trade Sub-Committce 
of the Chamber met Shri M. K. Venkatachalam, Deputy 
Secretary, Ministry of Finance, (jovernment of India, on 
Friday, the 27th September 19^7 at 4-00 p.m. at tlie 
Chamber's Office and discussed with liim matters connected 
with Central Sales Tax. Shri R. C. foshi, Jo^nt Secretary 
to the Government of Bombay, Finance Department, Shri 
P. N. Damry, Collector of Sales Tax, Bcaiibay State, and Shri 
S. K. Gangopadhyay, Dy. Secretary, Finance Departn-ent, 
were also present. Representatives of ihc various Trade 
Associations affiliated to t!»e ClKimbcr as also of otlun* im- 
portant Chambers of Commerce and commercial organi/a- 
tions in the State of Bombav were invited to the meeting. 
The following is the sumrnarv of the discussion on the points 
raised at the meeting. 

(t) Inter-State Sales Tax on goods ! 'cant for export: 
The Committee suggested that suitable nrovision be made in 
the Central Sales Tax Act for grant of reliaJc of inter State- 
sales tax paid on goods imported from one State into anothci 
for the purpose of~cxnort. Shri Vcnkatachalam observed tiia! 
Government tliem selves were aware of the need to give re 
lief to the export trade in regard to the inter-Statc srdes Ur; 
levied on goods imported from one vState into another for 
the purpose of cxtxirt. Tlicre were, however, ditliculties m 
evolving a suitable administrative provision for the same. 
Government would welcome suggestions from the trade 
regarding a suitable working formula. 

(2) Applicability of the Central Sales Tax on sales of 
goods made in the course of inter-Statc trade to dealers in 
the State of Jammu and Kashmir: The Committee referred 
to the Circular issued by the Sales Tax Department of the 
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Government of Bombay stating that a dealer from the State 
of Bombay selling and despatching goods to a dealer in 
Jammu and Kashmir had to pay Central sales tax collected 
in a manner prescribed in Section 8(2) of the Central Sales 
Tax Act, i.e. at the rates chargeable on intra-State sales under 
the Bombay Sales Tax Act, and sought the confirmation of the 
Central Government on this interpretation, in view of a 
different view that was taken in certain quarters, according 
to which sales made by the dealers in any State in the Indian 
Union to the dealers in Jammu and Kashmir State were not 
subject to Central sales tax. Shri Vcnkatachalam in the 
course of his reply to this point, confirmed the above inter- 
pretation of the Bombay Sales Tax Department, which, he 
said, was in conformity with the interpretation of the Central 
Government in the matter. 

(3) Goods required for use in the manufacture of other 
goods for sale: The Committee suggested that all goods 
which were required for the manufacture of finished products 
should, as a matter of course, be allowed the benefit of the 
preferential rate of 1 % for inter-State sales tax. They 
further suggested that there should be uniformity in the 
policies followed by the Sales Tax Authorities in the different 
States in tliis regard. Shri Vcnkatachalam said that the ques- 
tion had already been engaging the attention of the Central 
Government. Government were considering drawing up, in 
consultation with the various States, separate lists enumerating 
the items that were required for the purpose of manufacture 
by certain industries of an all-India importance such as 
textiles, sugar, jute, heavy chemicals, etc., and which could 
be purchased at the preferential rate of 1%, in accordance 
with the provisions of the Central Sales Tax Act by those 
who were engaged in these industries. Government would 
welcome suggestions from the trade in regard to the drawing 
up of theW lists. As for the industries having local 
imjxirtance, the matter would be left to the State Govern- 
ments concerned. 

(4) Levy of sales tax on inter-State sales to manufacturers 
and processors: The Committee referred to the fact that 
‘ declared goods ’, when sold by a dealer in one State to the 
manufacturers in another State, were subject to Central sales 
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tax not at the preferential rate of i% but at the rate obtain- 
ing in the exporting State under its own Sales tax law. It 
was pointed out that the rate of tax leviable in this way on 
‘ declared goods ’ might amount upto 2 % and this would 
increase the cost of production of the finished product. Shri 
Vcnkatachalam said that the levy of the Central sales tax on 
sales of declared goods to manufacturers in another State at 
the above rate was provided for in the Act intentionally so as 
to keep the incidence of the tax on the goods coming from 
other States and that on the goods of the local origin on an 
even basis. 

(5) Goods sold in the course of inter-State trade by 
transfer of documents of title to the goods, such transfer tak- 
ing place in the State of the purchasing dealer: When goods 
were despatched by a dealer in one State to a dealer in anotlier 
State and delivery of the same given to the buyer by 
endorsing documents of title to the goods such as R/R in 
the buyer’s State, the question arose as to which was the ap- 
propriate State entitled to levy inter-State sales tax. The 
Committee sought clarification on this point and opined that 
the exporting State should be entitled to levy inter-State sales 
tax on such transactions, as otherwise, if the im|X)rting State 
were to levy tax on such transactions, it would mean revert- 
ing to the earlier situation, whereunder, the dealers of one 
State were administratively impinged upon by the Govern- 
ments of other States. Shri Vcnkatachalam said that Govern- 
ment fully saw the force underlying the suggestion and added 
that the same would be carefully examined. 

(6) Goods returned — ^Refund of Tax: The Com- 
mittee suggested that a provision be made in the Central Sales 
Tax Act for refund of the amount of tax paid on goods which 
were subsequently returned in a specified period. Shri 
Vcnkatachalam said that provision would be made in the rules 
for grant of refund of the Central sales tax paid on goods 
which were returned by the buyer to the selling dealer with- 
in a period of 3 months from the date of delivery. 

(7) Provision for Revised Returns: The Committee 
suggested that a provision should be made under the Central 
Sales Tax Act permitting submission of revised returns by 
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the dealers. Sliri Venkatachalam said that instructions were 
being issued to the Sales Tax Departments of the various 
States to permit dealers to submit revised returns within a 
specified period. 

(8) Levy of tax under Section 8(2) on sales by manu- 
facturers and imjtorters in Bombay Slate and those by other 
dealers in the State: The Committee drew attention to the 
anomaly of tlie dificrcncc in the amount of Central sales tax 
payable by manufacturers or importers in the Bombay State 
on their sales to unregistered dealers or consumers in other 
States and that payable by other dealers in the State buying 
goods from the manufacturers or importers under Certificates 
fn Forms ‘J’ and ‘K’ under the Bombay Act on similar 
transactions. Shri Venkatachalam said it was a matter with 
wliich the State Government was concerned. 

(9) Sale by transfer of documents: The Committee 
had referred to normal methods of business in certain tiades, 
whereunder sales were effected by transfer of documents more 
than once before the delivery of the goods was taken by the 
ultimate buyer and staled tliat the levy of tax on every such 
sale added to the cost structure of the article. It was, there- 
fore, suggested that with a view to preserving the normal 
methods of business prevalent in some of the trades and with 
a view to reducing the incidence of Central sales tax on 
inter-State sales, the provisions of Section 3 of the Central 
Sales Tax Act should" be modified so as to ensure that inter- 
state transactions would be subject to inter-State sales tax 
only at the point at which there was a sale by a dealer in one 
State to a dealer in another State. Shri Venkatachalam said 
that the suggestion would be examined. 

(to) Declaration in Form ‘C’ — Responsibility for: 
The Committee pointed out that it was not proper to fasten 
the responsibility in regard to declarations in Form ‘ C ’ on 
the selling dealers as was being done by the Sales Tax 
Department of the Bombay State. It was suggested that the 
selling dealer should be absolved from any responsibility 
regarding declarations furnished to him by the purchasing 
dealer in another State. Shri Venkatachalam said that the 
responsibility regarding declarations in Form ‘ C ’ was 
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primarily that of the selling dealer. He appreciated the 
point which was made out by the Committee and said that 
with a view to mitigating the difficulties of the selling dealers, 
Government were considering measures sucli as publication 
of the lists of tlie registered dealers, etc. They would also 
consider the e]uestion of putting some responsibility on the 
purchasing dealers themselves. 

(11) Form ‘‘ A ” prescribed under the Central Sales Tax 
(Registration & Turnover) Rules: Rel erring to Form ‘"AC 
prescribed under the Central Sales Tax (Registration & Turn- 
over) Rules, the Committee suggested its revision with a view 
to its simplification and deletion therefroni all the items 
which were not relevant. Shri Venkatachalam assured that 
the suggestion would be carefully examined. 

(12) Form C Although Section 8(3) provided 
for purchase of containers or other materials used for the 
packing of goods by manufacturers and processors at the 
preferential rate of 1%, Form “ C did not contain a column 
under which the manufacturers or processors could make a 
declaration in the Form to that effect. The Committee, 
therefore, urged addition of such a column in Form “ C ” 
with a view to bringing it in conformity with the provisions 
of the Act. Shri Venkatachalam assured that the Form 
would be suitably modified. 

(13) Deduction of the amount of sales tax from the 
gross turnover for the purpose of arriving at the taxable 
turnover: The Committee suggested a suitable provision 
under the Central Sales Tax Act for deduction of the amount 
of sales tax from the gross turnover for arriving at the tax- 
able turnover. Shri Venkatachalam said that suitable pro- 
vision would be made in the Rules. 

(14) Form IIIB (Form of Return) prescribed under the 
Central Sales Tax (Bombay) Rules — Signed Copy of the Sales 
Register prescribed under the Rules to be enclosed with the 
Form of Return: The Committee pointed out that sub-^ 
mission of a signed copy of the Sales Register with the return 
involved avoidable clerical work and suggested that the 
requirement should be done away with as the register itself 
could be checked and examined at the time of assessment. 
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An assurance was given that the department would be pre- 
pared to accept copies of the invoices in lieu of the copies 
of the sales register and that a Circular would be issued 
to this effect. 

Scheme for Amalgamation of the Sales Tax with 
Central Excise 

The Committee in a telegram dated 6th December, 
addressed to the Government of India, referred to the fact 
that in response to demand from trade a proposal for abolition 
of sales tax and amalgamation of the same with the Central 
Excise on mill-made cloth, sugar and tobacco was under 
active consideration. It was reported that there was a general 
agreement on the scheme at the Conference of the State 
Finance Ministers and that a Bill incorporating the scheme 
would be introduced in the Parliament shortly. The Com- 
mittee pointed out that the absence of any authoritative 
announcement in this regard was creating a feeling of sus- 
pense in trade circles. They, therefore, requested Government 
to expedite steps to enact necessary legislation to give effect 
to the scheme for abolition of sales tax and amalgamation of 
same with Central Excise. This has now’ been done by the 
Central and State Governments by passing special legislation 
for the purjwse. 

Scheme of Abolition of Sales Tax and Amalgamation of the 
same with the Central Excise Duty — Inclusion of Artificial 
Silk or Rayon Fabrics therein 

The Committee in a communication dated the 13th 
December addressed to the Government of India referred to 
the proposal for abolition of sales tax and amalgamation of 
the same with the Central Excise Duty on certain specified 
articles, viz. mill-made cloth, sugar and tobacco and urged 
that artificial silk or rayon fabrics should also be included in 
the proposed scheme. The Committee in this connection 
referred to the fact that the Rayon industry was composed 
of very small units and they were finding it very difficult to 
conform to the procedural formalities prescribed in connec- 
tion with the sales tax laws. The Committee therefore 
requested Government that in view of the hardship and in- 
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convenience that was being experienced by the Rayon industry 
and trade, rayon fabrics should be included in the scope of the 
piroposed scheme of abolition of sales tax. 

Operation of Central Sales Tax Act in respect of Sales to 

Dealers in some of the centrally administered areas 

In a letter dated the 5th August addressed to the Ministry 
of Finance, the Committee pointed out tliat, since in some 
of the centrally administered States like Trinura, Manipur, 
Andaman and Nicobar Islands, no sales tax law obtahied, 
there was no autlioritv with wliom dealers in these States 
could get themselves registered under tliC (central Sales Tax 
Act, le^^b. In the absence oi such registration, goods sold 
to the said dealers bv dealers in oflier States would be sub- 
jected to intcr-State sales tax under tlic Act at rates ](‘viablc 
on tlic sales taking jdace inside tlic sniioiying States: such 
a position would result in discrimination against dealers in 
the said centrally administered areas, who would have to pay 
tax under the ("cntral Sales Tax Act at rates prevailing in tlic 
selling States and not at i in terms of Sec. 8( i ) of die Act 
due to nr) fault of tlicirs, as alsr) cause discrimination among 
dealers of diflerent selling States in view of the disjiarity of 
the rates of tax. 

The (i^ommittec, therefore, suggested that, in order to 
remove the above anomalvs suitable arrangements shr)u]d be 
made for registration of dealers in the ccntrallv administered 
areas under the Ontral Sales Tax Act. (Tovernment in 
their renlv datcil 24th August gave details of the authorities 
authorized as registered authorities under Section 77(1) of the 
Central Sales Tax Act, 1956, in the various Union territories. 

Central Sales Tax Act, 1956 — Goods sold to Mnniifacturers, 
Processors and Contractors in the course of inter-State Trade 

It was pointed out to the Committee that till latclv the 
Sales Tax authorities in Bombay State were allowing only 
those items which went directly in the manufactured products 
as raw materials or component parts, for being purchased by 
the manufacturers, processors, etc. at the preferential rate of i 
per cent provided for in Sec. 8(1) of the Central Sales Tax Act, 
3 
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1956. As against this, the Sales Tax Authorities of some of the 
other States were allowing all the items even including those 
which were not allowed by the Bombay authorities. Subse- 
quently, however, the Collector of Sales Tax, Bombay State, 
had issued a circular stating that raw materials, processing 
materials, machinery, its spare parts, plant, tools, eciuipmcnt, 
fuel and lubricants' would be alUnsed to be purchased by 
manufacturers, etc. at the preferential latc of sales tax. In 
their conununication dated the Bth October I 9 S 7 addressed 
to the Secretary to tlic (lovcrnment of India in the Ministry 
of Finance, the Committee stated that, vs'hilc this circular re- 
presented a great improvement over the position previously 
obtaining, they ^^'ere of the ot'inion that all matenals .and 
<roods recjuired by manufacturers and proccssois foi manufac- 
turing or processing goods should be adowed to he purt based 
at the preferential rate of ) ”/, on a uniform basis in ail the 
States and no discretion should be left to the Sales Tax 
Officers in the matter. 

Government in their reply dated T=5th October informed 
the Committee tliat they had already issued general directions 
to State Governments regarding the type of goods which 
might be considered to be rct]uired for use in the nianufacture 
of goods under Section Sf^^fb) of the Act and which might 
be granted the benefit of the concessional levy under Section 
8(1) thereof. It was added that Government proposed to 
draw up a standard list of items required for use in the manu- 
facture of goods by major industries in the States all over 
India. Since however the administration of the Act had 
been delegated to State authorities, those authorities would 
have to exercise some discretion in the matter of granting the 
benefit of a concessional levy to particular goods which were 
considered to be required for use in the manufacture of goods 
till a uniform practice was adopted in all the States. 

Central Sales Tax Act, 1 956— Declarations in Form “ C 
Responsibility regarding 

Under the provisions of the Central Sales Tax Act, 195^’ 
when goods are’ sold by a dealer under the Act in the course 
of intcr-State trade to another dealer registered under the Act, 
the former has to obtain a declaration in Form “ C ” in 
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order to get the benefit of the preferential rate of i % on such 
sales. It was represented to the Committee that the Sales 
Tax authorities in Bombay held the view that the selling 
dealer would be responsible for the declarations in Form 
“ C In a letter dated 8th October 1957, addressed to the 
Government of India in the Ministry of Finance, the Com- 
mittee observed that it was not proper to fasten the responsi- 
bility regarding declarations on the selling dealer, as it was 
not [xissible for him to verify the correctness of such 
declarations. Tlie Committee further observed that if neces- 
sary the Sales Tax authorities of the State of the selling dealer 
mi<’^ht make a reference to their counterpart in the State of 
rhe^ buying dealer for verification of the statements in the 
declaration. The Committee suggested that in any case the 
selling dealer should be absolved from any responsibility 
regarding declarations furnished by the purchasing dealer in 
other States. 

Government in their renly liatetl 24th October 1957 
observed tliat the points raised by tlie Committee were under 
consideration. Government however were of the view that 
a certain amount of responsibility should appropriately be 
borne by the selling dealer himself to avoid collusion and mal- 
practices in diverting goods in inter-State trade or commerce 
through fictitious Hciiiimi persons. Ihey also pointed out 
that the jienalty provisions under Section 10 of the Act were 
attracted only on a purchasing dc'aler if he made false de- 
clarations. With a view' to facilitate the selling dealers to 
satisfy themselves as to the genuineness of the declaration 
forms tendered by the [lurchasing dealers, it had been decided 
to publish a list of registered dealers in each State by the State 
Government. Moreover, the declaration forms vvere being 
printed in the Nasik Security Press under security printing. 
These steps would facilitate the selling dealer to a consideiable 
extent in fixing the irientity of a purchasing dealer and the 
<’^cnuineness of his registration and the declaration forms. It 
was added that the Act should be allowed a fair trial before 
further considering this aspect. 

Sales Tax Scheme for the State of Bombay 

The Committee in a communication dated 3rd June 
addressed to the Government of Bombay, referred to the fact 
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that the question of introtkicinsr a uniform piece of sales tax 
legislation applicable to all the areas comprising the new State 
of Bombay was now engaging the attention of (iovernment 
and in that connection made the following suggestions. 
The Committee reiterated their earlier view that the tax 
structure and the lonnalitics prescribed fhereunder should he 
simple and intelligible. The experience of the working of 
the two {)oint sales tax system during the last three years had 
borne out the fears that the implementation of tlie scheme 
would cause serious hardship to the dealers. They, therefore, 
once again reiterated the need to have a simple sales tax 
system which would l)e easily infclligible ev’cn P) the small 
trader and which would not involve any cumrilcx procedural 
formalities. Tlx: Committee further suggested that in order 
to facilitate tiie formulation of such a scheme, Government 
should consider tfic cjiurstion ol appointing an exfx'rt Com- 
mittee with non-oilicial re;cxcentativ(:s drawn from the trade 
and industrv tlicrcon to go into the whole matter and to make 
recomme ndations to Gov'ernment rewarding a suitahlc scheme 
of sales tax for the State. The ( afinmittee rcciuesled Govern- 
ircnt to give earlv consideration to the said suggC'tion. 
Government in their reply dated 3rd July informed the 
Committee that the question of apjH)inting a committee of 
experts for the pur])osc was under consideration. 

Government of Bomhav hav^e since a|)pointed a Sales 
Tax Irnquirv Committee. 1 he (Committee is headed by Shri 
Bahiihhai J. Patel, an ex-Minister of the State of Bomhav, and 
consists of nine otficr members including Shri Goj)aldas P. 
Kapadia, the Vice-President of die Chamber. 

A Bill to anxmcl certain Law^s relating to the levy of Tax on 
the Sale or Purchase of Goods in the State of Bombay 

The above Bill sought to amend the various Sales Tax 
Laws which were in operation in the difTcrent parts of the re- 
organised Bombay State, so as to bring them in conformity 
with the provisions of the Central Sales Tax Act, 1956, the 
object being to adjust, in terms of the decimal coinage, the 
rates of Tax levied under the different Sales Tax Laws in 
the State. 
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The Committee in a letter dated the 20th March 
addressed to tlie Government of Bombay in the Finance 
Department drew attention to the fact that, in tlie course of 
file amcmlmenfs contained in tiic Bill, the words “ seven 
naye jiaise ” had hecn substituted for the words “ twelve 
pies However, in the manner prescribed in Section 41(2) 
of die Indian Coinage (Amendment) Act, 1955, the equi- 
valent of twelve pies was six naye paisc and not seven naye 
paise. Tlie Committee rec|uestcd Government to set right the 
discrejiancy, as otherwise it would make a substantial ditler- 
cnce in the incidence of the tax in the aggregate. 

After the Bill had been passed the Committee addressed 
a further communication on 29th April. The Committee 
pointed out that when the measure was in th.c Bill form they 
were under the impression tliat this was tlirougli oversight 
as the correct conversion of 12 pies in terms of the decimal 
s'oinage came to 6 naye paisc. It antieared houever tliat the 
clianac was intentional. A detailed examination had con- 
vinced them that the adjustments of the various rates would 
increase the overall incidence of sales tax to an appreciable 
extent. The Committee expressed the view that Ciovcrn- 
ment should have studiously avoided adjustment of the rates 
of sales tax in terms of the decimal coinage in a manner which 
would luivc the elTect of increasing the incidence of the tax. 
Government in their reply dated 15th June observed that 
looking to the general turnover of sales of articles covercil by 
entries 41 to 78 of the Scheilule B to the Bombay Sales Fax 
Act, 1953, in whose case a sales tax of 12 pies and a general 
sales tax of 6 pies were both leviable, the increased yield of • 
revenue by way of sales tax at the rate of 7 nave paise in place 
of 12 pies in the rupee was estimated to be less than Rs. 19 
lakhs while the decrease in the yield by way of general sales 
tax on the same items at the rate of 3 naye paise in place of 
6 pies in the rujsee came to Rs. 16 lakhs approximately. In 
so far as the items of cloth and clothing were concerned, it 
was estimated that there would be an actual decrease in the 
yield of about Rs. 5 lakhs per year in view of the adjustment 
of the rates of sales tax and general sales tax in terms of deci- 
mal coinage. 
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Position of Commission Agents vis-a-vis Sales Tax 

For the purposes of the Bombay Sales Tax Act, the Com- 
mission Agents liolding authorisations and licences w'erc also 
allow'ed to buy goods free of sales tax and general sales tax 
respectively in tlie same manner as any other dealer, after 
giving the said dealer certificates in the prescribed forms. 
The concession in question was withdrawn and it was stated 
that in the case of purchases by Commission Agents on behalf 
of their constituents if the effect of the transaction was that 
there was no re-sale by the Commission Agents to their prin- 
cipal of the goods purchased by them, the Commission Agents 
could not issue certiheates in the prescribed Forms J, K, N 
to the vendor, since in the circumstances of the case tlicy were 
not the Commission Agents’ own purcliases. 

The witluirawal of the concession created severe difHcul 
ties and hardships for the Commission Agents and several Asso- 
ciation Members had desired that the Committee sfiould take 
up the matter witli the authorities. The attention of the 
Government of Bombay was also drawn to the difficulties. 
In response to Government’s invitation and at the request of 
the trade associations concerned, Shri G. P. Kauadia, the Vhcc- 
President, attended a meeting of the representatives of the 
trade associations concerned with the Finance Minister, Gov 
ernment of Bombay, and placed the case rif Commission 
Agents before him. As a result of the discussion at the meet 
ing a satisfactory solution of the problem had been found and 
the same was incorporated in a circular issued by the Collector 
of .Sales Tax. 


Sales Tax on Motor Spirit 

As published in the Report of the Chamber for the year 
1956, the Committee had addressed the Government of 
Bombay requesting that the fietrol dealers should be enabled 
to obtain refund to the extent of the evaporation and leak- 
age allowances allowed to the oil companies while assessing 
the sales tax on their sales of petrrjl. Government in their 
reply dated the 22nd January 1957 informed the Committee 
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that provision already existed under the Sales lax Rules, in 
terms whereof the dealers could, after fulfilling the condition 
laid down in the relevant rules, obtain the necessary refund, 

Bombay Sales Tax — Sales to Military Canteens 

Rule 7 of the Bombay Sales Tax (Exemptions, Set-off 
and Composition) Rules, J 954 ? specifics the classes of. sales 
on which sales tax and general sales tax are not payable under 
the Bombay Sales Tax Act, 1953, viz. sales to the Canteen 
Stores Department (India), sales to Canteen Contractors, and 
sales by the Canteen Stores Department (India) to certified 
dealers. The purjosc of the Rule is to exempt from sales tax 
purchases made by members of the Armed Eorccs of India. 

Representations had been received in the C.-hamber that 
there were possibilities of leakage of a portion of the goods 
supplied to tlie Canteens to the local retail markets. Ihe 
Committee in their letter dated the 5fh September addressed 
to the Government of Bombay in the Finance Department 
suggested that, instead of giving outright exemption on goods 
sold to Military Canteens for the use of the Armed Forces, 
such goods should be subjected to tax wlien they were sold 
to Military Canteens and provision made for subsequent grant 
of refund of the amount of the tax on the exact quantity that 
had been sold to the Armed Forces during a given period. 
Such a course, in their opinion, while continuing tlie con- 
cession of salesUaxffree supply of goods to military personnel, 
would act as a safeguard against any possibility of leakage ^ 
of goods meant for use of the military forces to tlie local 
civilian markets, as the Military Canteens would be required 
periodically to account to the Sales Tax I9cpartmcnt about the 
disposal of the goods sold to them for getting refund of the 
sales tax paid on the goods and consequently there would be 
greater check on supplies made to the Military Canteens. 
Government in their reply dated 28th October requested 
the Committee to send details of instances of alleged leak- 
age in order to enable them to look into the matter. 
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Sitting Arrangements and Other Facilities for Assessees 
in the Sales Tax Office 

As published in tlie Report of tJie Chamber for the year 
1956 the Committee had addressed the Collector of Sales Tax 
emphasizing the need for suitable and adequate sitting 
arrangements in the Sales lax Office for the convenience of 
the assessees visiting the Sales Tax Deiiartment. The Col- 
lector of Sales Tax in his reply dated the nth Januarv 1957 
observed that the dilhculties experienced by dealers and tlieir 
staff had been long appreciated and subject to tlie limitation 
of the S})ace and general [acilitics, all possible measures had 
been taken to avoid inconveniencxs to the business cornnuinity. 
In paiticular the sitting arrangements as also arrangements 
made for supply of pure drinking water were being in) proved.. 
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III. TRADE, INDUSTRIAL AND LABOUR 
LEGISLATION 

Formulation of Guiding Principles for determining the 
question of Payment of Bonus 

The Committee in a communication dated tlic 14th 
January 1957 addressed to the Government of India referred 
to the earlier suggestion that with the abolition of the Labour 
Appellate Tribunal there was need for some machinery for 
reviewing the decisions of the various Tribunals at least in 
cases w'here there was miscarriage of justice or wliere an 
award or decision was likely to lead to industrial unrest and 
interfere wilh tlie norma! working of tlie industries concerned. 
The Co!nmittcc pointed out that from the award of an 
Industrial Tribunal, after the abolition of the Labour AnneL 
late Tribunal, it would appear that sucli Tribunals were 
taking the \ncw that they would no longer be bound bv the 
decisions given by the Appellate Tribunals, e.g. in a particular 
case the Industrial Tribunal held that the formula laid down 
by full bencli of the Appellate Tribunal for calculating the 
surplus available for payment of bonus to the employees was 
not binding on the Tribunal. The Committee expressed the 
view that such deviation from maturely considered and well 
laid down principles was likely to lead to industrial unrest 
and to interfere with the normal working of the industries 
concerned. It would also retard the progress of building up 
of case law in the field of industrial legislation so necessary 
in an industrially expanding democracy. They therefore 
suggested that steps should be taken to formulate for the 
guidance of the industrial and other Labour Tribunals, the 
fundamental principles that simuld be conventionally foL 
lowed by such Tribunals in deciding upon important issues 
like payment of bonus, based on the decisions given and the 
principles laid down by the Labour Appellate Tribunal so 
that uniformity in the decisions of the various Tribunals might 
be maintained. 

Interpretation of Laws by Judiciary 

The Committee in a communication dated 25th Anril 
addressed to the Government of India referred to the diffi- 


74 


REPORT O F T H E 


cultics arui (.onfusion arising out of the varying interpretations 
on the same or similar points of law given by different High 
(xOiirts in India and stressed the need for evolving a solution 
for ending the difficulties and confusion inherent in the 
situation. They pointed out that in terms of the existing 
system of judiciary in the country, while the decision of the 
Sunreme C'ourt of India was binding on all the High Courts 
of the State, the decision of one High Court was not binding 
on the other. In order to obtain the final verdict of the 
Supreme Court on any legal issue, the parties affected had to 
pass through several stages of apjXMl and were in the process 
put to considerable expenditure. The Committee pointed out 
tliat there had lately been a spate of legislation in the in- 
dustrial and commercial sphere and innumerable difficulties 
were being experienced arising out of the heterogenous intcr- 
prctau'on given by the slifTcrent High Courts. " To remedy 
the situation, the Committee suggested that in addition to 
the powers under Article 74:5 of the Constitution empower- 
ing the President to consult the Supreme Court in regard to 
ejuestions of law' or fact which were of [)ul)lic importance, 
f)rovision should also be made for reference to the Supreme 
Court of those issues concerning points of law or fact of 
public importance in the tlomain of trade, commerce and in- 
dustry which might be brought to the notice of Government 
as requiring clarification by Chambers of Commerce or other 
interests concerned and such Chambers of Commerce or 
interests concerned should be alhnved to appear before the 
Supreme Court and express their view's on the subject. 

Bill further to amend the Life Insurance Corporation 
Act, 1956 

The Biil further to amend the Life Insurance Corpora- 
pon Act, 7956, introduced in the Lok Sabha sought to pro- 
v'lde for the setting up of an Investment Board consisting of 
the Governor of the Reserve Bank of India as Cliairman. the 
Cliairman of the Central Board of the State Bank of India 
and the Chairman of the Life Insurance Corporation of India 
as Members, w'hich would be entrusted with the work of in- 
vestment of the funds of the Corporation. The Committee 
7n a communication dated the 25th November addressed to 
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the Government of India in the Ministry of Finance conveyed 
their views and observations on certain provisions of the Bill. 

As regards composition of the Investment Board, the 
Committee pointed out that, as the Investment Board would 
be charged with the function of investment of the funds of 
the Corporation amounting to crorcs of rupees and the 
policyholders whose moneys would in efTcct be so invested 
might reasonably expect to be assured that this aspect was 
being looked into by a body consisting of persons who had the 
necessary background of experience in the line, over and 
above rtqucscntativcs of ofticial agencies and organisations, 
[xirsons drawn from the sphere of commerce and industr\. 
specialised field of investment activity such as stock exchanges 
as also rct)rcscntativcs of policyholders should be included xi 
the Board. 

The Bill sought to empower Government to frame suit 
able Rules in regard to the manner and method in which 
the Board might be rccjuired to canalise investment of tlu 
funds of the Corporation. The Committee suggested that the 
more appropriate course in this behalf \^r)uld be to provide 
in the Act itself a provision indicating the manner in, and 
the conditions under, which the Investment Board could in 
vest the Corporation’s moneys. The Committee also siig 
gested that some overall limitation might be set as to the 
extent to which funds could be invested in a particular form 
or scrip, as such a provision might be conducive to instilling 
a feeling of security in the public mind emanating from tlu 
knowledge that the funds w'crc being liandled in the light ol 
the generally accepted criteria as laid down in the statute. 
As against the possible argument that any such restriction 
would come in the way of the Board allocating their invest 
ments in the scrips of newly-established industrial units amt 
thereby precluding the latter from getting investment support 
from the Corporation’s funds, the Committee mentioned that 
the remedy for the difliculty would lie in the direction of so 
designing the regulations as would not hamper the discretion 
of the Board as regards the extent wTercto funds should he 
invested in any particular scrip of a newly-established indus 
trial unit. 
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The Bill further provided that, if the Chairman of the 
Board or any other member tliereof was not able to attend 
any meetings of the Board, the Chairman or such member 
could depute any other person to attend the said meeting and 
tlie person so deputed would, for all purposes, of the said 
meeting, be deemed to be a meinber of the Board, and tliat 
if at any jneeting the Chairman and tlie other members were 
all absent the persons deputed to attend the meeting should 
elect one from among themselves to preside over tlie said 
meeting. TJic Committee expressed that, in tlie larger in- 
terest of the policyholders and the investing jniblic, it would 
be inadvisable to provide any provision in the Act for 
aiitliorising members of tlie Board to depute any otiier [)crson 
to be a mcmlicr of the Board lor |)urposcs of a particular 
meeting, and, therefore, the provision rcsj>ccting delegation of 
autliority should be droj)j)cd. 

The Companies Act, 1956 

The Government of India appointed an aJ hoc Com- 
mittee to consider amendments to the ("ompaiiics Act with 
a view to make recommendations to overcome practical diffi- 
culties in its working and administral ion, removing drafting 
defects and obscurities and ensuring better fulfilment of the 
purposes undcrlyiiig the Act. The Committee in a memo- 
randurn submitted on ijjth June 1957 to the ad hoc Cfim- 
mittce suggested amendments to and clarifications of specified 
Sections of the Act, which had been causing difiiculties, the 
more important of the suggestions relating to the definition 
of the term ‘ associate ’ and ‘ relative Section 205 regard- 
ing provision of depreciation and dividends. Section 297 
dealing with the Board’s sanction for certain contracts in 
which particular directors were interested. Section 314 pro- 
viding that a director or his relatives cannot hold an office of 
profit in the company, except with the previous consent of 
the company accorded by a resolution. The Committee 
made detailed suggestions in respect of these and some other 
provisions of the Act so as to bring about suitable modifica- 
tion so that the provisions in question would either be simpli- 
fied or clarified and that the administration of the statute 
could become smooth and efficient and at the same time not 
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discourage prospective entrej>rencurs from forming new Joint 
Stock Companies. 

Shri Naval H. Tata, President, Shri Gojraldas P. 
Kapadia, Vice-President, Shri Chunilal B. Mehta, Shri R. G. 
Saraiya and Shri C. H. Bhabha, accompanied by Shri C. L. 
Ghecvala, Deputy Secretary, met the ad hoc Committee in 
Bombay on Thurstlay, the 4th July 1957. During the course 
of the discussion tliey reiterated tiic suggestions conveyed in 
the written memorandum referred to above. 

The Report of the ad hoc Committee has been since 
submitted to (iovernment, and the Commiltec would m due 
course give consideration to the same. 

O 

Financial Year of Companies 

The Government of India, in the Ministry of Finance, 
r)c[)a r tm c n t of Co ' n oa n y Law* Ad m i n i st rat i o n , 1 1 a d d cs i red 
views on the proposal for a Uniterm hnancial year for all the 
co'npanies. The Commitfee in a comimmication dated the 
25th April observed that while tlic introduction of such a 
unifornj financial year W'ould he advantageous, certain practi- 
cal difficulties wauild outweigh the advantages that might 
accrue from Iiaw’ng a uniform financial year. In tlic case of 
companies engaged in industries vrliieh dcjxmdcd for their 
raw^ materials on seasonal products like sugar, oilseeds, iiitc, 
etc., the financial year was adjusted according to the season 
when such raw materials became available. Again for con- 
struction industries there would be Udorc or less complete lack 
in activity durimj the monsoon month and tlicrcfore a finan- 
cial year ending between March and December might not be 
found to be suitable for their [lurposc. Moreover many com- 
mercial companies follow'ed the Sam vat Year for their 
accounting purposes. The Committee felt tliat in view of 
the considerable number of companies operating in the coun- 
try a uniform hnancial year would mean that the yearly 
auditing of their accounts should be undertaken and com- 
pleted, more or less at the same time in a year and it would 
be clifFicult, if not impossible, for the autlitors to cope up with 
the entire work emanating from all the companies at the 
same time of the year. The Committee, therefore, rcc|ucsted 
Government to give their earnest consideration to the above 
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aspects while considering the proposal for a uniform finan' 
cial year lor companies. 

riling of particulars of Directors, etc. under Section 303 
of the Companies Act 

The (>oinmittec had addressed tlic Government of India 
pointing out the difficulties arising out of the requirement 
under the (>omi)anies Act of hiing from time to time the 
returns re: ciiangcs in Directors or m any particulars coU' 
tained in the Register of Directors. The Committee had 
suggested that in view of the obligation on a comiRiny to 
keep tl)e Register of Directors, etc. ot)cn to inspection of any 
member of the company vvitliout charge and to any other 
[>erson on payment of Re. i for each inspection, the require- 
ment of filing the changes with Registrar of Comj)anies could 
well be dispensed with. If it was not possible to dispense 
with this requirement altogether, tlie ('ummittee suggested 
that a Register (jf Directors showing the company or com- 
panies in which a particular person was a Director might be 
kept and maintained at tiie office of the Registrar of Com- 
panies and directors shoultl be required to file with the 
Registrar changes in any particulars ]iertaining to themselves, 
thereby doing aw;iy with tfie requirement of all the companies 
concerned filing separate returns in rcs|:)ect of such changes. 
Government in their reply dated 22nd April observed that the 
removal of the requirement would place the creditors and 
others who had dealings with a company at a disadvantage. 
The alternative arrangement suggested would create practical 
difficulties in tlic office of the Registrar of Companies. It 
was therefore not possible to modify the present reejuirement. 

Revised Scale of Fees payable by the Companies 

The Government of India has laid down a revised scale 
of fees payable in respect of a company and the revised rates 
came into operation from ist January 1957. This step was 
taken with a view to meet increa.sed expenditure arising out 
of the company law administration being taking over bv the 
Centre. Government had however given consideration to the 
need for kccjdng the fees payable by the existing companies 
with relatively small capital at the same old rates and had 
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therefore not enhanced the fees payable by a company having 
nominal share capital of less than Rs. i lakh. The Com- 
mittee in a communication dated 13th April addressed to 
the Government of India w'elcomed this step but pointed out 
that the same had not gone far in meeting the situation in 
resjrect of the existing companies with relatively small 
capital. They, therefore, suggested that tlie concession 
should be availalde to comiianics Itaving a nominal share 
capital of less tlian Rs. 5 laklis. Government had accepted 
the minimum of Rs. 5 lakhs for the pur|)ose of capital issues 
control. The Committee therefore rctjucsted Government 
to consider the suggestion for extending the concession 
regarding payment of fees to comitanics having a nominal 
share capital of less than Rs. 5 laklis. Government in tlicir 
reply dated 24th April regretted that it was not possible to 
agree to the suggestion. 


Saving Clause to Section i of the Negotiable 
Instruments Act 

As published in the Report of the Chamber for the year 

1956, the Law Commission bad suggested that after a speci- 
fied period only such instruments as conformed to the recjuirc- 
ments of the Negotiable Instruments Act, irrespective of the 
language in whicli they were written, should get protection 
under the law and that the Saving Clause to Section i of 
the Negotiable Instruments Act should be deleted with effect 
from such date. The Committee had generally agreed with 
the suggestion and had suggested that for this purpose at 
least a period of 5 years should be provided. The matter was 
further discussed with the trade interests concerned and in the 
light of such discussions the Committee addressed a further 
communication to the Law Commission on 21st January 

1957. In this communication, the Committee referred to 
the suggestion made by them in their memorandum relating 
to the revision of the Negotiable Instruments Act to the effect 
that the usages governing various kinds of Hundis should be 
statutorily recognised and the saving clause amended ac- 
cordingly. The Committee suggested that since these 
usages in customs were many and different in various parts 
of the country it was necessary that a special Sub-Committee 
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should be appinted to go through the same and codify them 
by incorporating them in a separate Chapter on Hundis in 
the Negotiable Instruments Act. The Committee requested 
the Law (mmmission to make a suitable recommendation 
to Government on the lines of these suggestions. Till such 
time as codification of customs and usages governing hundis 
took place the Saving (ilause to Section i of the Negotiable 
Instruments Act should be allowed to continue. 

Proposal to amend the Industrial Disputes Act 

The Supreme Court in the case of Larsi Light Railway 
Co. and the Dinesh Mills Ltd. held that workmen would not 
be catiilcd to compensa.lion on retrenchment where tlic 
retrencluncnt was due to a comt»lete closure of the business 
or when the business uas transferred frotn one employer to 
another. Government were considering necessary amendment 
to the Industrial Disputes Act so as to clarify the position as 
regards the pay nent of compensation to employees wlio were 
retrenched on account of the closure of cstablislimcnts. Gov- 
crn'nent liowcvcr iruiicated that they would consider tlte 
views of the employers and v\'orkers on the subject before 
taking suitable action. Tlic All-India Organisation of Indus- 
trial F.mployers had accoidingly invited the views of the 
Chainhcr on the subject. The Committee in a communica- 
ti‘oi1 dated 22ntl I'cbruary 1957 addressed to the All-India 
Organisation of Industrial Employers expressed the view that 
'Govetnment sliould not attempt to disturb the judgment of 
the highest judiciary of tlic land, hut since Oovcrnrrcnt had 
decided to amend the provisions of the Industrial Disputes 
Act' regarding compensation for retrenchment they would 
like to emphasize that the provisions regarding jiayment of 
retrenchment compensation should not be made applicable to 
cases where the closure of business was due to reasons beyond 
the control of the employer. Again the Industrial Disputes 
Act applied to every establishment irrespective of the number 
of persons emjiloyed therein. The Committee felt that there 
was a strong case for excluding small establishments employ- 
ing less than a specific number of persons, say 20, from the 
obligation to pay retrenchment compensation. 
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Amendment to the Employees’ Provident Fund Act, 1952 — 
Proposals therefor 

The Committee in a communication dated the 27th 
June addressed to the All-India Organisation of Industrial 
Employers expressed their views on some of the suggestions 
made by Government for this purjxxse. 

It was proposed to amend Section 1(3), so as to clarify 
that once an establishment on employing 50 persons or more 
had come under the Act, it should continue to be so covered 
irrespective of the fact that its employment strength siibsc- 
qiiently went below 50, unless the Central Government other- 
wise directed. The Central Government would, however, 
issue such direction onlv if the employment strength of any 
cstajvlislimcnt had been below 50 for a continuous j^eriod of 
not less than 2 years. The Committee expressed the view 
that once employment strength fell below 50 and remained 
so for a period of 3 months, the establishment should be em- 
powered to apply to Government for exemption and if Gov- 
eminent felt satisfied that the reduction in strength was ho?] a 
fide and that there was no chance of the employment being 
increased in the near future, directions should be issued by 
Government for exempting the undertaking. The period of 
2 years for reconsidering the matter was too long. 

We regard to the ’proposal for amending Section 1(3) for 
the purpose of clarifying as to whetlier casual workers em- 
ployed in a factory should or should not be counted for com- 
puting the employment strength of so persons, the Committee 
felt that casual workers should not be taken into account for 
this purpose. They also suggested that anv employer who • 
was not personally present or actually working in the esta- 
blishment should also not be reckoned, unless such employee 
was on the permanent roll of the factory concerned. 

Regarding the proposal to amend Section 13(2) so as to 
empower an inspector to reejuire an employer to be present 
at the establishment premises with such relevant records as 
might be specified when an inspection took place, the Com- 
mittee suggested that sufficient notice should be given to the 
employer concerned as to the inspectorfs visit and the notice 
should also specifically mention the records to be kept ready 
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for his inspection. In respect of the proposal to amend Sec- 
tion 8 so as to empower Government to make an assessment, 
either by j)rivate inquiry or in such other manner as Govern- 
ment might direct, of the amount [)ayable by establishments 
in circumstances when employers defaulted on submitting 
returns in Form 12 or to produce their records, the Committee 
suggested that action under the proposed provision should not 
be taken, unless the employer concerned had been served 
with a notice calling upon Itim to show cause as to why such 
an assessment sliould not be matle and sufficient time had 
been allowed to him for presenting an explanation of his case 
in that behalf. 

Employees’ Provident Funds Act, 1952 — Increase in rate of 
contribution from 6 y^ to 8^3 per cent 

The Conimittee in a communication dated the 27th 
June addressed to the All-India Organisation of Industrial 
Employers conveyed tlicir views on the proposal to increase 
the rate of contribution under the Employees’ Provident 
Funds Act from b'.:} to 8'/, per cent. They pointed out 
that the increase as jrrojiosed, particularly in the circumstances 
obtaining, would mean a heavy burden on industries. They 
further pointed out that even though the awards of the in- 
dustrial tribunals had generally accepted the Syi per cent 
of contribution, they bad expressly refused to take into 
account the dearness allowance in calculating the total wages 
of an employee for the purpose of employees’ provident 
fund contribution. In case of industrial labour, the dear- 
ness allowance was almost equal to, if not more than, the 
basic wages and in view' of this even a small increase in 
the rate of provident fund contribution would inflate the wage 
bills of the industries to an appreciable extent. In view of 
this the Committee expressed themselves as being opposed to 
the proposal to increase the rate of provident fund contribu- 
tion from 6p4 to 

Weekly Contribution by Employers and Employees under 
the Employees’ State Insurance Act and the 
Scheme thereunder 

The Committee in a letter dated the rath July addressed 
to the Ministry of Labour pointed out that, in view of the 
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provisions of Section 39(3) of the Employees' State Insur- 
ance Act, which had fixed a week as the unit for all 
contributions payable under the Act and the Scheme accord- 
ing to which stamps were to be affixed every week on the 
contribution cards on the basis of tlie daily wages of 
employees, considerable delay was involved in returning the 
contribution cards to the Regional Office in time. Many em- 
ployers could not afford engaging additional staff for tlie 
purpose of making calculations and com})lying with the 
requirements. Moreover, under the existing position, an 
employee was obliged to make contribution for the whole 
week irrespective of the fact whether he earned wages tor all 
the days in the week or not for any reasons. 

The Committee, therefore, suggested that, with a view 
to removing the above difficulties, contributions payable 
under the Act miglit be fixed on the basis of a certain [per- 
centage of the monthly wages paid to the employees; 
introduction of the decimal coinage would facilitate such a 
procedure, and percentage might be fixed on slab rates, as at 
present, on the daily wages so that a txason who worked 
for all days could contribute in respect of the days he worked 
and thus receive a higher [)erccntage of cash benefit. Gov- 
ernment in their reply dated 26th July informed the Com- 
mittee that the suggestion wmuld be considered at the time 
of the next amendment of the Eanployees’ State Insurance Act, 
1948. 

The Employees’ State Insurance Act, 1948 — Section 66 

Section 66 of the Employees’ State Insurance Act pro- 
vides that where an employment injury is sustained by an 
insured person as an employee under the Act by reason of tlic 
negligence of the employer to observe any of the safety rules 
laid down under any law applicable to a factory, the employer, 
notwithstanding the fact that he had paid the weekly contri- 
butions due under the Act, would be required to re-imburse 
the Corporation to the extent of the actuarial present value of 
the periodical payments which the Corporation was liable to 
make under the Act. The Committee in a communication 
dated 30th December addressed to the Government of India 
in this connection pointed out that after the enactment of the 
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Employees^ Stcite Insurance Act, the practice of obtaining' pro- 
tection against possible claims resulting from accidents caused 
to workers in the course ot their employment by taking out 
necessary insurance policies bad been discontinued. Since the 
employers were required to make their contributions under 
the Employees’ State Insurance Act, it was only fair that the 
Corporation should take care of all risks and iniuries to work- 
men irrespective of wliether such injuries resulted due to non- 
compliance of the various protective legislations in the same 
way as the Insurance Companies accejrted risks. Since, liow- 
ever, in such cases, the emidoyers were being held liable, the 
Committee suggested tliat Section 66 of the Emplovees' State 
Insurance Act should be repealed. 

Band: Strike in Calcutta 

The Committee in a telegram dated the 2ist September 
addressed to tlic Laliour Minister, Govcj'nment of India, 
invited his urgent attention to the situation created by the 
strike of liank employees in Calcutta. 11 )cy pointed out 
that, apart from tlic strike being unauthorised, repercus- 
sions of the dcvelopcment were likely to !)c far-reaching. 
Dis-organ isation of normal busi ness acti vi tics i n Cal cu I ta 
inevitably ailcctcd other centres. Moreover, tlierc were in- 
dications that the strike in Banks might spread in other 
places also. Tliey tl icre! a )rc suggesi eri tliat Gover n merit 
.diould take urgent and cfTcclivc action in the matter. 

Welfare Officers (Recruitment and Conditions of Service) 

Rules, 1952 

The proposed Rule 7A to the Welfare Officers (Re- 
cruitment and Conditions of Service) Rules, ^ draft 

Notification concerning which was published in the Bombay 
Government Gazette, Ikirt IVA, dated 9th May 1957, sought 
to restrict the duties that could be assigned to a Welfare 
Officer by the occupier of a factory, by empowering the Chief 
Inspector of F'actories to pass an order that ' such an Officer 
shall not be required or permitted to do any such work 
which, in his opinion, is inconsistent with or detrimental to 
the performance of his duties prescribed by Rule 7 of the 
Rules 
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The Committee in their letter dated the 14th August 
addressed to the Government of Bombay, Labour and Social 
Welfare Department, pointed out that the proposal was 
liable (0 cause conflict and create misunderstanding between 
the Management and tbe Inspectorate of Factories. As the 
Welfare Officer was a[)pointed and paid for by the Manage- 
ment, it was but jiropcr that he should be, if not in full, at least 
to a certain extent, under the control of the Management, and 
it would conduce neither to the interests of tlie cstablisluncnt 
nor the workers that the service conditions of such Officers 
should be completely governed and regulated by an outside 
agency like the State anil tiiat the Management should have 
no hand or concern in the same. It was also a moot point 
whether the Ohief Insnector of Factories would be qualified 
enough to decide as to whetiier a particular tyjic of work 
allotted to the Welfare Officer by the Management in 
an undertaking was inconsistent w'ith or detrimental to the 
performance of liis duties prescribed by Rule 7 of the Rules. 
The Committee expressed' the view that the Management 
would be the better party to decide this issue. Further, since 
the institution of Welfare Officers had been in existence only 
for a short period of q years in India, it was extremely doubt- 
ful if any sjiecial circumstances had arisen to warrant in- 
corporation of a drastic Rule. !n view' of tlie above argu- 
ments, the Committee requested Government to drop the 
proposal to atld Rule 7A to the Rules. 
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IV. GENERAL TRADE AND INDUSTRY 

Meetings with Shri S. N. Bilgrami, Chief Controller of 
Imports & Exports 

Meeting on 5fJi February 19y7: 

The Committee and the Im[)ort-Export Sub-Committee 
met Shri S. N. Bilgrami, Clhef Controller of Imports & Ex 
jxjrts, on Tuesday, tlie 5th February 1957, at the Office of the 
Chamber and discussed with him matters connected with tlie 
import and export trade controls. Among the points whicli 
were particularly stressed were the restrictive character of the 
import policy for tlic period necessitated by the foreign ex 
change position of the country, grant of actual users’ licences, 
licensing policy and [procedure in regard to the import oi 
capital goods, extension of the validity of the import licences 
consequent upon the blockade of the Suez Canal and die delay 
entailed in the arrival of the goods from abroad, permitting 
increase in the value of import licences to tlic extent of the 
increase in insurance and freight rates caused by the diversion 
of the sliips round the* Cape of Good Hope, difficulties arising 
out of the system of the first come first served basis for grant 
of ex}x)rt licences in respect of certain items, etc. 

Sliri Bilgrami in the course of Ins reply pointed out that 
the acute shortage of tlie foreign exchange resources of the 
country was responsible for the rigidity of the Import Policy. 
With regard to the grant of Actual Users’ Licences, lie ex 
]>lained tliat, although the policy did not contain the usual 
provision for grant of Actual Users’ Licences in respect of non- 
listed items, the scheduled industries which hitherto got 
licences tlirough tlie Development Wing would continue to 
get such licences. Isxpressing Government’s anxiety to help 
indigenous manufacturers as much as possible, he said that 
he would be prepared to make necessary adjustments within 
the existing framework of the policy, for the purpose. He 
would consider, for instance, the feasibility of allowing the use 
of a part of the licence issued for a particular item for impor- 
tation of another allied item not covered by the licence, if it 
was of a developmental character, i.e. required for use in 
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essential manufacture and if the holder of the licence agreed 
to a voluntary corresponding cut in the face value of the licence 
for importation of the item for which the licence was originally 
issued. In this connection, he also said that he would consider 
the question of giving permission on merits in exccptiotial 
cases to utilise a part of the import licences for machinery and 
plants for importation of spare parts, if the licences did not 
cover such parts. Witli regard to the suggestion made for 
extension of the validity of licences on account of the blockade 
of the Suez Canal and the consequent diversion of ships round 
the Cape, he said that due to the serious nature of the foreign 
exchange position, Cjovcrnment were unable to agree to the 
suggestion, or to allow increase in c.i.f. values of licences 
caused by increases in insurance and freight charges. In the 
case of very essential machinery, however, it there was an 
increase in the c.i.f. price due to increase in freight and insur- 
ance charges resulting from diversion of vessels round the 
longer route, he would consider allowing such increase in 
c.i.f. price on merits. 


Meeting on 5th July 1957 : 

The Committee and the Import-Export Sub-Committee 
met Shri S. N. Bilgrami, Chief Controller of Imports and 
Exports, on Friday, the 5th July 1957. Shri Naval H. Tata, 
the President, stated in the course of his preliminary observa- 
tions, that while in the context of the acute foreign exchange 
problem confronting the country, the trade had expected a 
more rigid Import Policy, the actual policy announced for rhe 
period July-September 1957 was much more rigorous than . 
anticipated. All the same the trade had reconcileil itself to the 
policy in national interest. 

Referring to certain specific features of the import policy, 

Shri Tata, while welcoming the principle underlying the con- 
version of unutilised licences into more essential items, pointed 
out that in the absence of definite information as to what 
would be consirlered as more essential items the sclieme would 
give rise to practical difficulties in actual implementation. 

He, therefore, suggested that a clarificatory starn'inent indicat- 
ing in broad outlines as to what would be considered as more 
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essential items for the purpose of conversion should be issued 
as early as possible. 

With regiU'd to the basic period fixed for the purpose of 
establishment of c]uotas in respect of the expired OGLs Shri 
Tata suggested tfiat the basic period should be extended to 
cover the year 1956-57 so as to enable those who entered the 
import trade in the items concerned during the year to get 
the benefit of quota licences. 

While appreciating the readiness of Government to help 
the Indian industries by granting them licences to import 
their essential requirements Shri d ata drew attention to the 
delay caused in the grant of essentiality certificates by the 
offices of: Director of Industries, and stressed the need to 
expedite the issue of essentiality certificates. 

Shri Ifilgrami, in the course of Ins reply, observed that 
the new import policy was aimed at ser\ing the best interests 
of the country. While Goveiaiment were trying to get loans 
and financial helj) from some of the foreign countries to tide 
over the difficulty created by tiie shortage of foreign exchange, 
they were determined to solve the problcjn by relying on their 
own efforts. I Jiis explained the drastic character of the revised 
import policy. Referring to the point raised by Sliri Tata 
regarding conversion of licences, Shri Bilgrami admitted the 
difficulties that would be caused in tire absence of definite 
information about tlie items wliicli would be deemed more 
essential and said that Government were drawing up four 
lists of such items on priority basis and that Government 
expected to publish such lists in about a week’s time. Con- 
sideration of applications for conversion would, however, not 
be held up till the publication of the lists, as the Port autho- 
rities would entertain applications for conversion with imme- 
diate eflect on tlie basis of general instructions received from 
the Fleadquarters. Shri Bilgrami said that Government 
would wx'lcome suggestions from tlie trade in the framing of 
lists of essential items. He further stated that Actual Users’ 
licences would not be convertible. Similarly, licences would 
not be converted to items which were banned. 

In regard to the suggestion for extension of basic period 
for establishment of quotas in respect of items which were 
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under OGL, the Chief Controller of Imports stated that the 
practical difficulty in accepting this suggestion was the 
paucity of statistical data with regard to imports of OGL 
items during the year 1956'57. Nevertheless, Government 
would consider the question of extension of tlie basic period 
to cover the year 1956-57 when tlie requisite data were avail- 
able. 

Export Promotion 

In a memorandum submitted to the Export Promotion 
Committee, the Commiltee referred to the increasing require- 
ments of the foreign exchange resources for the purpose of 
importing machinery and capital goods and oilier essential 
raw materials for the various developmental projects under 
the Five-Year Plan. They obscr\'ed tliat while it would be 
necessary for us to avail ourselves of the various sources of 
external finance for meeting the foreign exchange require- 
ments of tlie Plan, in the ultimate analysis the problem had 
to be solved by ourselves by relying on our own elTorts, i.c. 
to say by a careful husbanding of the foreign exchange 
resources on the one hand, and by making efiorts to increase 
them on the other. The first of these two courses implied 
that imports had to be maintained at the minimum level 
possible. There was, however, little scope for further reduc- 
tion in imports, at any rate, in the immediate future, and this, 
therefore, underlined the need to lay stress on the second 
alternative course for the solution of our foreign exchange 
problem, viz. to augment the foreign exchange resources by 
stimulating exports. 

Tlie Committee stressed the need for creation of greater 
export-mindedness in the country. They suggested that in 
the context of the paramount need for expansion of markets, 
we should earmark a certain portion of the production of as 
many items as possible for export markets. Our export 
policy required to be re-orientated so as to make it a point to 
satisfy the demand of the export markets not only in respect 
of commodities which we could offer them conveniently but 
also in respect of commodities which those markets were in 
need of. Further the Committee observed that we must take 
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particular care not to lose our hold on the export markets for 
our traditional items of export and if the supply position of 
any of these Items did not permit of exports in the norma] 
quantity, efforts must be made to augment their production 
as early as possible. 

The Committee suggested diversification of our exports 
both commodity-wise and country-wise. In the. Committee’s 
oj)inion, wliile cotton piecegoods, jute manufactures and tea 
would naturally continue to constitute the mainstay of our 
exports, it should be our endeavour to make the pattern and 
composition of our export trade varied by exploring the possh 
bilitics of exporting new products. Tlie scope for any sub- 
stantia! increase in the export of our staple commodities 
seemed to be limited iii the immediate short run and it was 
for this very reason tliat we must de\'elop exports in new lines 
as a sort of second line of defence, in order to maintain our 
exports at a high level. It was also necessary to take steps to 
find new markets for our exjxart j)rotlucts. In this connection, 
the Committee Iiinted at great potentialities for increasing^ our 
exports to the nearby markets, viz. Africa, South-East Asia 
and West Asia. 

The Committee referring to fiscal incentives suggested 
that the question of introducing a scheme of rebate of income- 
tax on the lines of the suggestions of the previous Export 
Promotion Committees, at least on an experimental basis, with 
a view to finding out its potentialities as a measure of export 
promotion should be considered, particularly in view of the 
fact that, as observed by the Gorwala Committee, such a 
sclieme, while it was not likely to cost Government much, 
v\x)uld pro\ade a real incentive to exports. 

In the opinion of the Committee, quality and price were 
the twin major factors having an important bearing on the 
export drive. They empluisized the need for devoting 
greater attention to quality, for if bad quality goods were 
exported, it would tarnish the name of the whole country and 
would cause an incalculable and irretrievable harm to die 
efforts in the direction of export promotion. As regards the 
price factor, the cost of production of an article was the main 
determinant of the price and it would, therefore, be necessary 
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for the manufacturers to effect economies in their cost of 
production and to keep the same to the minimum level. In 
order to etnihk the industries to produce qiulity goods, the 
Committee pointed out tiuit every fncility siwuld be given to 
the manufacturers to replace their oh! and worn-out machi- 
nery and equipment by modern and u|vto-datc ones. 

The Committee suggested the setting up of a special 
organization called Export Promotion Cell with a Deputy 
Minister at its head in the Ministry of Commerce and Industry 
to prepare a comprehensive plan for Isxport Promotion and 
to he in charge of the day-to day work in connection wirli 
Export Promotion. 

Among other measures necessary to ]'>rovidc ;i strong 
basis for maintaining and increasing our exports, the Com 
rnittec indicatetl the following ones : 

(1) Simplificatioti of the procedures laid down in regard 
to grant of ilrawhack of import duties on raw mate- 
rials used in the manufacture of exported goods and 
rebate of excise duties on goods used in the manufac- 
ture of exportcil goods. 

(2) Reducing the cost of proiluction of the finished goods 
so as to enable our products to compete successfully 
with the protlucts coming from alternative sources in 
the export markets. This would necessitate modi- 
fication, to a certain extent, of our taxation and social 
and labour welfare laws so as to minimise the bur 
den of the imposts caused by them on the industries 
manufacturing export products. 

(.3) Improvement in the machinery for collating and dis- 
seminating statistical data and other relevant infor- 
mation in regard to the needs and rec^uirements of 
the importers in the various importing countries. 

(4) Greater stress on market surveys of the various 
export markets and study of consumers preferences 
in the various importing countries. 

(5) Sending Trade Delegation and Missions by F.xport 
Promotion Councils in respect of commodities for 
which such Councils were in existence and by the 
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accredited trade associations in respect of others with 
Government support and backing. 

(6) More systematic particijxition in the International 
Fairs taking place in tlie various countries and dis- 
play of the samples of Indian goods in the show- 
rooms and emporia attaclied to our Trade Commis- 
sioners' olhees abroad. 

(7) Intensihcation of the propaganda and advertisement 
in resj)ecr of our ex])ort commodities in the various 
foreign markets tli rough the media of imnortant 
journals devotcil lo the stuvly of trade and industry 
in the countries concerned and through inijiortant 
local newsjxipers, periodicals and trade journals — 
such propaganda and advertisement being carried on 
preferably on an organised basis by tlie Export 
Promotion ClotinclLs, where tliey were existing, itnd 
by trade associations in other cases. 

(8) Strengthening of tlie organisation tif our Trade Com- 
missioners and Commercial Secretaries abroad. 

(9) Extension of facilities to the merchants to open 
brandies in foreign countries. 

While commending tlie work tlone by the various Export 
Promotion Councils and indicating the lines on wliidi their 
w'orking could be mijirovtal the Committee suggested the set- 
ting up of special organisations on the lines of the British 
Export Trade Research. Organisations and the Japan Export 
Trade Recovery Organisation for the purpose of stimulating 
exports in respect of items for wdiicli Export Promotion 
Councils were not in existence. The Memorandum also 
mentioned the possibilities of augmenting foreign exchange 
earnings through invisible items such as Banking, Insurance, 
Shipping and Tourist traffic. The Committee also pointed 
out that the entry of the State Trading Corporation in the 
■Sphere of Import & Ex[x)rt Trade had dampened the initiative 
of the private enterprise as the traders feared that the Cor- 
poration might enter their business at any time. The Com- 
mittee, therefore, suggested that an assurance from Govern- 
ment to the effect that the State Trading Corporation would 
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carry on trading operations only in respect of certain specified 
commodities or with only specific countries (such as countries 
behind the ‘ Iron Curtain ’) would go a long way in removing 
the feeling of uncertainty in the minds of businessmen and 
induce them to undertake trade promotional activities. (A 
copy of the memorandum dated 16tli May 1957 was sent to 
the members of the Chamber.) 

Questionnaire issued by the Customs Reorganisation 
Committee 

The Committee by their communication dated 25rd Sc[v 
tember submitted a detailed memorandum of their \’ic\\^s and 
suggestions to the Customs Reorganisation Cojumittee in re})ly 
to a questionnaire issued by tljat (vommittcc on the subicct. 
They particularly drew attention to tlie recurring complaiiUs 
regarding Customs diiliculties experienced by the trade and 
observed that these difiieuhies were occasioncch among otlier 
tilings, by some of the [provisions of the Sea (aistoms Act and 
the ])rocedural formalities thereunder, which had increased 
considerably oxer the years botli in number and complexity. 
Some of the requirements and formalities, it was [pointed out, 
were such tliat it was difficult to comply with the same in the 
day-to-day work connected with imports and exjports. dhese 
difficulties, to some extent, were accentuated by the rigidity 
in administration. The Committee referred to the various 
Customs difhculties relating to classification and assess- 
ment of goods, delays in completion of assessment [proceedings, 
delays in connection with the chemical and analytical tests, 
insistence on the part of the Customs Authorities on frequent 
analytical tests, sudden changes in classification of articles and 
consequent changes in the rates of duty leviable thereon with- 
out prior notice to tlie trade, lack of uniformity in tlie proce- 
dures adopted by the Customs Authorities at the different 
Ports and difficulties caused by lack of co-ordination between 
the Import Trade Control Authorities and the Customs Autho- 
rities. They suggested that when a change in classification 
was proposed to be made with regard to a particular article, 
the trade interests concerned should be previously consulted 
and the change should be announced through a Public Notice 
for the guidance and information of importers concerned 
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sufficiently in advance, so as to allow tliem adeejuate time for 
making necessary adjustments. There was need for steps being 
taken to bring about the maximum amount of uniformity in 
the procedural aspects as between the Customs Authorities at 
the ilifferent Ports. A machinery composed of officials drawn 
from concerned Departments should be set up to determine 
classihcation of articles and to advise the importers concerned 
of the same promptly. Steps should be taken to energise the 
machinery in cliarge of the atiniinistralion of the Customs law 
at the diderent Ports and for a reorientation in tlie outlook 
of the Customs personnel, which, while safeguarding Govern- 
ment revenue and other interests of the State, would take due 
note of tire genuine difficulties experienced by the trade in the 
course of the observance of the Customs and procedural for- 
malities. Supervisory arrangements should be instituted on 
the work of the staft' at the lower stages as it would greatly 
facilitate expeditious disposal. Referring to the provisions in 
the Sea Customs Act regarding appeals, the Committee of the 
Cliamber observed that the aiipeal provided for under 
the Sea Customs Act was only in the nature of a 
departmental review and could not claim the merit of 
an appeal to an independent authority. An amendment of 
the provisions of the Sea Customs Act should be made with 
a view to setting up an independent appellate authority to 
hear appeals over the orders passed by the Customs Officials 
on the lines of the Income-tax Tribunal. Such a course, it was 
pointed out, would not only inspire confidence in the traders 
but would also ensure greater care and circumspection in the 
administration wliile passing orders and taking decisions and 
thereby minimise the element of arbitrariness in their decision. 
The Committee further suggested that the Tribunal should 
be under the administrative control of the Law Ministry as in 
the case of the Income-tax Tribunal. (A copy of the memo- 
randum was sent to the members of the Chamber.) 

Policy governing Import of Capital Goods 

The Government of India had announced the policy and 
procedure which they proposed to follow in the matter of the 
grant of import licences for the importation of capital goods 
required for developmental purjxises. The Committee in 
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their communication dated 19th March 1957 placed before 
Government dieir views and suggestions in this regard and 
particularly made reference to tlic practical difficulties that 
were likely to be encountered in evolving proposals or arrange- 
ments for meeting the foreign exchange requirements on the 
lines indicated by Government. At the outset t!ie Committee 
observed tliat they readily recognized that tire decline in the 
country’s external rescr\’cs liad necessitated concerted efforts 
to conserve all foreign exchange resources for pur])Oses of an 
essential character, and in that view of the case greater checks 
on. imports were inevitable. They also realised that there 
w^ould be prior claim on the available resources for maintain-' 
ing and sustaining the existirgt levels of economic activity and 
that imfxart assistance for new schemes or for further develop- 
merit eitlier in the public sector or the [irivatc sector would 
have to be treated as next in order of importance to that neces- 
sary for maintaining the rec|uiremcnts of existing operations 
and activities. They, however, felt that certain adjustments 
within the framework of the overall policy were necessary 
with a view to obviate practical difficulties. From this aspect 
die Committee made detailed suggestions bearing on the 
following points : 

(1) To the extent of the commitments already made 
against licences granted for capital goods, imports of 
plant and machinery should he allowed. 

(2) Regarding deferred payments and long-term credits 
from foreign suppliers Government should take up 
the point with authorities in some of the supplying 
countries with a view to evolving suitable long-term 
arrangements therefor. 

(3) Government should consider the feasibility of evolv- 
ing in consultation with the credit institutions in the 
country arrangements for some form of guarantee to 
foreign suppliers facilitating imports of capital goods 
on the basis of a longer credit period. 

(4) Arrangements should be made to meet the difficulty 
involved in covering exchange fluctuation risks over 
a long period of years. 
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(5) In cases where the import of capital goods was neces- 
sitated for an industry wherein it could reasonably 
be expected that the amount of foreign exchange 
involved would be offset by the export of its products 
in tlie period immediately following the commence- 
ment of the manufacturing activity, such import 
sliould l)c permitted. 

Government in their reply dated 22nd July explained the 
\arious steps that they liad taken in the matter from time to 
time. It was explained that the import policy relating to 
capital goods applied only to further applicatiojis for import 
licences. Import licences already issued prior to the 
announcement of tlie new policy could be utilised in accord- 
ance with the terms of those licences. With regard to 
projects on whd.ch substantial amounts of equipments had 
already been secured, necessary provision was made as notified 
in the Public Notice No. 43drC(PN)/57 dated 29th lune 
1957. (lOvernment liad also under consideration the ciuestion 
of guaranlce for deferred payment arrangemejits. 

Manufacture of Coffee Powder 

Hie Plantation Enquiry Commission in one of their 
recommendations had suggested that Coffee Board should 
start a sejiarale organization for manufacturing Coffee 
Powder’’. This report had given rise to a feeling of anxiety 
and suspense in tiie minds of the manufacturers of (voflec 
Powder in tlie country, d’he Committee in a communication 
dated 27th December 1956, addressed to the Government of 
India, referred to above and stressed that (Government should 
not take action which would have the effect of displacing the 
private agencies which were traditionally carrying on a parti- 
cular trade, business or industry for years past. The Com- 
mittee pointed out that tlie legitimate function of the Coffee 
Board was to devise ways and means for tlie expansion of the 
production of Coffee, to undertake research for the purpose, 
to popularise the consumjition of the commodity and to take 
suitable measures for increased sale of the product. Manu- 
facture of coffee powder and consec|uent entry into trading 
activity was not the normal or even incidental function of the 
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Board. The Committee, therefore, suggested that while the 
overall regulation, control and supervision over the produc- 
tion carried on by the private agencies might be deemed 
appropriate, there was no justification for the Coffee Board 
to undertake the manufacture of Coffee Powder. 

Two of tile other ’recommendations of the Enquiry Com- 
mission were : (1) the coffee piiwder manufactured by the 
Coffee Board should be subsidised from the surplus realised 
by the Board from export auction sales, after paying to the 
Pool, tlie prevailing internal auction price and from the 
surplus due to gain in weight of coffee beans, and (2) all 
triage and bits, which were hitherto auctioned, should 
primarily be reserved for making coffee powder by the Board 
and that after meeting this demand, if there was a surplus 
left, then only it should be auctioned to the trade. 

The Committee in a further communication dated the 
27th March addressed to the Government of India pointed out 
that the cumulative effect of the three recommendations of 
the Enquiry Commission would be that the coffee powder 
industry in the country would be placed in a position of 
serious disadvantage vis-a-vis the Coffee Board, when the 
Board undertook manufacture of coffee powder and would 
ultimately lead to the elimination of various private agencies 
which were engaged in the industry for a number of years. 
They expressed the view that it was not necessary for the 
Board to start manufacture of coffee powder for the realisa- 
tion of the objective, which was capable of realisation ade- 
quately through the private agencies engaged in the line. The 
industry was itself anxious to see that the price charged to the 
consumer was as low as possible, as it would help to broaden 
the domestic demand for its production, and it should be 
given the requisite facilities for the purpose. The main 
question for the industry was of procurement of coffee at 
reasonable price. Coffee was subject to centralised marketing 
through a Statutory Board whose policy was to secure the 
highest price to the producer. If the policy adopted by the 
Board for the auction of coffee for domestic consumption was 
modified on the lines suggested by one Shri K. B. Mackenzie, 
a planter of considerable experience while tendering evidence 
4 
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before the Plantation Enquiry Commission, it would be 
possible to reduce the price charged to the consumer. The 
Committee requested Government to bear the foregoing 
aspects in mind while considering tlie recommendations of 
tlic Enquiry Commission atid taking action thereon. 

Import Duty on Machinery and Equipment 

By a series of Notifications issued by the Ministry of Fi- 
nance (Department of Revenue) upto and including the one 
No. 119-Customs dateil 1st December 1956, Government had 
been reducing tlie standard rate of duty of 101% to a conces- 
sional rate of 51 /(, on macliincry and equipment, as a measure 
of encouragement to Indian manufacturing industries in their 
programmes of expansion or replacement, renovation and re- 
habilitation. Thus, tlie bulk of machinery and equipment 
falling under ICT Schedule items 72 and /2(,s), (17), (18), 
(20), (21), (24), . (25) and (38) were being allowed to be im- 
ported under such a scheme. However, Notification No. SRO. 
1627 (No. 97-Customs) dated 16th May 1957, issued following 
the Finance Minister’s Budget Speech on Dth May 1957, super- 
■seded the earlier Notifications, restricting in its opeiation the 
scope of the concessional import duty to a very limited number 
of items, viz. Railway Locomotives, Electrical Equipment, 
Machine Tools and certain other special types of machinery 
and equipment and, incidentally, removing therefrom many 
other items of machinery and equipment which could be im- 
ported on the partial duty exemption basis in terms of the Noti- 
fication dated 1st December 1956. 

The Committee in their communication, dated the 22nd 
August addressed to the Government of India, Ministry of 
Finance, drew attention to the adverse effects that would stem 
from Government’s action as above in confining the conces- 
sional rate of imjiort duty to a handful of items, instead of the 
bulk of capital equipment and machinery as iircviously. They 
pointed out that the withdrawal of the concession would seri- 
ously upset the calculations of many manufacturing undertak- 
ings having programmes chalked out for rehabilitation and/or 
ex^jsansion on the basis of the availability of the reduced import 
duty on plant and equi{>ment required by them for which they 
might have placed orders abroad. Further, Government’s 
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action would affect the prices of manufactured goods within 
the country and the competitive capacity of industries operat- 
ing in international markets. 

The Committee furtlier stressed that the process of ration- 
alisation and simplification of the tariff structure, undertaken 
in terras of the Finance Minister s Budget Speech, should not 
be at the cost of the concessional treatment sliown to indtrstrial 
units in the matter of Customs Duty on tlieir capital maclnnery 
and equipment imported from abroatl, and that at a time 
when there was all-round demand for maintaining manufac- 
turing costs at as low a level as possible and the need for hold- 
ing tlie price line was being felt more and more, any increase 
in tlie prices of manufactured articles on account of the en- 
hanced costs of capital equipment and machinery would be 
most undesirable. The Committee, therefore, reejuested that 
Government would be pleased to restore the concession in the 
rates of import duty available to industrial machinery and 
equipment covered by the relevant items in the Indian Cus- 
toms Tariff Schedule. Government in their reply dated 5th 
September 1957 informed the Committee that their views on 
the subject were noted. 

Processing of Coloured Films 

The Committee on 2nd June had addressed the Govern- 
ment of India in regard to the need for giving encouragement 
to the indigenous coloured film processing units and had, iii' 
this connection, drawm the attention of Govermnent to the: 
difficulties that would be experienced by the interests concern- 
ed consequent upon Government permitting exports of films; 
for colour-processing abroad and their re-import under a con^ 
cessional rate of duty. Government in their reply dated 2Jst 
October informed the Committee that they were thinking of 
stopping altogether the export of films for colour-processing 
and their re-import. In that case the question of concession in 
import duty on re-imported films would not arise in future 

Procedure relating to Transfer of Quotas 

The Committee in a communication dated 21st October 
addressed to the Chief Controller of Imports referred to their 
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earlier representations in regard to the difficulties arising out of 
the complicated character of die procedure laid down in the 
import control regulations for the transfer of quota rights. 
The procedure had become vexatious mainly because of the 
requirement that all changes in the constitution of the firm 
had to be made by tlceds registered with the Registrar of Docu- 
ments. This procedure involved unnecessary cost and avoid- 
able delay. 'T’he Committee, therefore, suggested that Govern- 
ment should agree to copies of documents certified by a notary 
public or person competent to administer oaths being accepted 
for the purpose of transfer of quotas. 

Concession of claiming licences for Soft Currency on the basis 
of Imports from Dollar Area 

In terms of Public Notice No. 127-ITC(PN)/53 dated the 
12th September 1953 of the late Ministry of Commerce & 
Industry, applications for grant of soft currency licences on 
the basis of dollar imports but calculated at the higher rate, in 
lieu of general licences, would be considered on merits. The 
attention of the Committee was drawn to reports about appli- 
cations submitted by certain firms on the above basis being 
rejected and their being granted licences for the dollar area 
on the basis of tlie lower quota percentage. 

The Committee in their letter dated the 27th March 
addressed to the Jt. Chief Controller of Imports, Bombay, 
pointed out that the concession in question was intended to 
enable importers having only dollar imports to their credit 
to tidce advantage of the higher quota percentage fixed for the 
soft currency area, if they clesired to do so, and, the aforemen- 
tioned Notice still being in force, there was no reason why 
applications for grant of soft currency licences based on im- 
ports from the hard currency area but calculated on the soft 
currency quota percentage, in lieu of general licences, should 
have been rejected. The Committee inquired of the Jt. Chief 
Controller of Imports as to the circumstances under which such 
applications were rejected. The Jt. Chief Controller of Imports 
in his reply informed the Committee that the said conces- 
sion was being specifically mentioned in the Import Policy 
Book which was issued from time to time but that there was 
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no such provision in the Red Book for January to June 1957 
licensing period. 

The Committee thereupon addressed on 13th June 1957 a 
communication to the Chief Controller of Imports and sug- 
gested that with a view to giving relief to the small importers, 
the concession of claiming soft currency licences on the basis 
of Dollar Imports calculated at the higher rate fixed for soft 
currency licences, in lieu of genera! licences should be conti- 
nued in case of such importers. The Cliief Controller of 
Imports in his reply dated the 5th July informed the Com- 
mittee that the concession was withdrawn during the January- 
June 1957 licensing period and it was regretted that owing to 
the difficult foreign exchange position, the said concession 
could not be revived. 

Import of Basic Raw Materials for Indigenous Industries 

The Committee in a communication dated the 18th June 
addressed to the Chief Controller of Imports and Exports re- 
ferred to the fact that on many occasions, the actual users’ 
licences were granted for a value much lower than that applied 
for. They pointed out that apart from the fact that such a 
procedure involved an element of arbitrariness, there was also 
the factor of indigenous industries being impeded in adhering 
to the production targets. They therefore requested that suit- 
able instructions should be issued to the licensing authorities at 
the ports in regard to the procedure to be adopted for con- 
sideration of application for actual users’ licences so as not to 
do anything which would .seriously impede the manufacturing 
programme of the indigenous industries. 

The Chief Controller of Imports in his reply dated 4th 
September informed the Committee that actual users’ licences 
were issued taking into account expected arrivals as well as 
stocks in hand. For this reason the licences issued to various 
parties did not always bear the same relation to the values 
applied for and there was thus no discrimination among the 
parties. Moreover supplementary licences were issued towards 
the end of June last and there did not appear to be any cause 
for dissatisfaction as to the manner in which licences were 
issued. 


102 


REP OR T OF THE 


Actual Users’ Import Licences — ^^Issue of Essentiality Certi- 
ficates for Raw Materials 

The Committee in a communication dated the 18th June 
addressed to the Director of Industries, Bombay, referred to 
complaints regarding inordinate delays occurring in the issue 
of essentiality certificates by the office of the Director of Indus- 
tries. In some cases, it was pointed out, even preliminary for- 
malities such as inspection of the factories of the applicants 
were not taken in liand for a long time. In the absence of 
such essentiality certificates, the applicants were not able to 
submit their applications, sufficiently in advance of the closing 
date, to the Import Control authorities. They, therefore, re- 
quested him to look into the matter and to ensure that appli- 
cations for essentiality certificates made by applicants for actual 
users’ licences were attended to and disposed of as expeditiously 
as possible. The Committee also addressed the Dy. Director 
of Industries, Rajkot, in the same connection. 

The Director of Industries, Bombay, in his reply dated 
30th July informed the Committee that their suggestions were 
noted and would be kept in mind while attending to applica- 
tions for essentiality certificates. Explaining the reason which 
might have led to delay in grant of such certificates in some 
cases, it was pointed that there were marked changes in the 
import policy for the Jan.-June licensing period which needed 
clarification before final disposal. Moreover in many cases 
applications were received only by the last date prescribed by 
the Directorate of Industries wliich resulted in accumulation of 
applications for disposal. All steps however were being taken 
to deal with the applications as expeditiously as possible. 

Red Book for the Licensing Period July/December 1956 — 
Appendix No. XXIV 

Appendix XXIV in the Red Book for July/December 1956 
carried the heading ‘list of articles, the import of which will 
not be allowed against licences for Serial No. 275/1 V as well 
as for any other Serial Number Representations were receiv- 
ed in the Chamber that the addition of the words ‘ as well as 
for any other serial number’ in the Appendix was an over- 
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sight, since no such words apjiearcd in similar Appendices in 
th'e Red Books for the earlier periods or for subsequent ones, 
that if it was the intention of Government to ban items covered 
by serial numbers otlier than Serial Number 275/IV remarks 
to that effect would have been made in the Red Book against 
the serial numbers in question, and that as the same was not 
done there was obviously no intention on the part of Govern- 
ment to ban imports of articles falling under serial numbers 
other than 275/lV. Attention of the aimmittce was also 
drawn to the fact that the Customs authorities in Bombay held 
the view that the items falling under serial numbers other than 
Serial No. 275/IV were also banned for imports. 

The Committee in their letter dated the 24tli August 
addressed to the Chief Controller of Imports requested Gov- 
ernment to clarify the exact position in the above regard, as 
there was difference of opinion in the interpretation about the 
items in question between the Customs and the trading inter- 
ests. 


Distribution of Imported Raw Silk 

In a communication dated Hth October 1957 addressed ti) 
the Government'of India in the Ministry of Commerce & In- 
dustry, the Committee referred to tlieir earlier suggestion that 
with a view to avoiding comp'ctc elimination of the established 
trade channels in the raw’ silk trade that would lesult from the 
policy of canalisation of the imports of raw silk through the 
Central Silk Board and wfth a view to getting advantage of 
the experience of such channels extcmling over a long period 
of time, the distribution of the imported supplies^ should be 
entrusted to the established traders in raw silk. Government 
were good enough to consider this suggestion and actively 
carried on negotiations with the interests concerned for some 
time wnth a view to finding out a .suitable workable scheme 
for the purpose of entrusting distribution of raw silk to the 
traders in raw silk. No scheme, however, seemed to have been 
evolved so far. The Committee, therefore, requested Govern- 
ment to expedite finalisation, of the Scheme and to implement 
it without any further delay. 


104 


REPORT OF THE 


Licensing Policy in respect of Laboratory Chemicals 

In terms of the import licensing policy for the January/ 
June 1957 licensing period, licences in respect of laboratory 
chemicals were to be granted subject to the condition that im- 
porters would sell these chemicals only to specified agencies 
and institutes. The Committee in a communication dated 5th 
February 1957 addressed to the Chief Controller of Imports 
referred to, in this connection, to die representations received 
by them to the effect that as a result of the above condition an 
important section of consumers such as doctors, hospitals,, pri- 
vate laboratories which required laboratory chemicals for re- 
search and analytical work would not be able to procure their 
requirements of such chemicals. Moreover, wholesale and 
retail dealers who had no imports of laboratory chemicals to 
their credit would not be able to deal in such chemicals al- 
though such dealers served as an important link between the 
importers on the one hand and consumers on the other. The 
Committee, therefore, reejuested Government to consider the 
matter in the light of these practical difficulties and examine 
the feasibility of restoring the previous position under A^hich 
importers were able to sell laboratory chemicals to any person 
or institution. The Chief Controller of Imports in his reply 
dated 25th May informed die Committee tfiat their request 
had been noted for examination while formulating die Import 
Policy for the next licensing period. 

Import of Wines, Spirits and Beer 

The Committee in a communication dated 10th June 
addressed to die Chief Controller of Imports referred to the 
representations received by them to the effect that certain 
hotels and clubs had been i.ssued ad hoc licences for import of 
wines, spirits and beer on their own and suggested that having 
regard to the very meagre quota of imports allowed to the 
trade, instead of issuing ad hoc licences, the additional quan- 
tity of liquor that was desired to be imported for any particular 
hotel or club should be imported through normal trade chan- 
nels. Again, any extra quantity of liquor to be imported for 
the use of any particular agency or section of the community 
should be allowed to be canalised through the normal trade 
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' channels and no ad hoc licences should be issued in respect of 

such consumer articles. The Chief Controller of Imports in 
i his reply dated 28th June informed the Committee tliat their 
't views on tlie subject were noted for consideration. 

Import Policy in respect of Sulphur 

Sulphur was one of the items which till lately were allow- 
: ed to be imported under O.G.L. Ever since these items were 

removed from the scope of the O.G.L.S they were brought 
under quota licensing. Under the import policy, the basic 
period for the purpose of establishment of quotas in respect 
of the items which were falling under expired O.G.L.s was 
1955 to 1956. It was suggested that this period should be ex- 
tended to cover the year 1956-57 so as to enable those who 
had entered the import trade in the items concerned in that 
year to get the benefit of quota licence. The Committee in a 
communication dated 14th October addressed to the Chief 
Controller of Imports reiterated this suggestion and pointed 
out that most of the Indian import houses came into the field 
more or less during the year 1956-57. Moreover, imports other- 
wise would be less than what would be required for domestic- 
consumption. They, therefore, urged Government to recon- 
sider the import policy in respect of sulphur with a view to 
extending the basic period therefor so as to include the year 
1956-57 in its scope. The Chief Controller of Imports in his 
reply dated 22nd November informed the Committee that it 
was not possible to accept the suggestion for the present. How- 
ever it would be consitlered while formulating the policy for 
the next licensing period. 

Import Licences for Import of Provisions from Jammu and 

Kashmir 

^ As published in die Report of the Chamber for the year 

j ? 1956 the Committee had addressed the Chief Controller of 

i 5 Imports inquiring as to the steps taken to ensure that the goods 

i imported from abroad against licences granted to the Kashmiri 
traders, specifically for the use of tourists visiting Kashmir, 
were not sold to or disposed of in any market other than 

: Kashmir. The Chief Controller of Imports in his reply dated 

$■ 
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the 11 til January 1957 informed the Committee that the 
Jammu and Kashmir Government had adequate machinery to 
ensure that goods imported against such licences were not sold 
in the other parts of India. 

Import of Medicines and Medicinal Preparations 

As published in the Report of the Chamber for the year 

1956 the Committee had addressed the Chief Controller of 
Imports suggesting that Government should take early oppor- 
tunity to review the Import policy in respect of medicines and 
medicinal preparation in the light of the progress made by the 
indigenous industry and that imports sliould be allowed only 
to the extent of the deficiency in indigenous production. The 
Chief Controller of Imports in his reply dated the 11th January 

1957 informed the (Committee that quota for drugs and medi- 
cines had been reduced from 100 per cent soft and 75 per cent 
general to 75 per cent soft and 50 per cent general for the 
January/June 1957 licensing period. Vitamin preparations 
which could be {previously im[)orted opto the full value of the 
licences for drugs and medicines could be im{X)rtcd only upto- 
10 per cent of the face value of the licences as a non-listed item. 

Grant of Import Licences for Motor Vehicle Parts 

As {publislicd in the Report of the Chamber for the year 
1956 Government had been rec]ucstcd to let the Committee 
know the reasons underlying the grant of import licences for 
large values in favour of a firm in resj)ect of certain restricted 
items of motor vehicle jparts and for which the established im- 
porters were given licences for very small values. The Chief 
Controller of Imports in his reply dated the 11th January 1957 
informed the Committee that the decision to grant ad hoc 
licences to Messrs. India Motor Parts and Accessories Co. Ltd., 
Madras, was taken having regard to the circumstances that 
had arisen due to Messrs. General Motors’ decision to close 
down tlieir business in India, who had a{)|Pointed the above 
firm as their agents. The matter however would be reviewed 
in the light of the suggestions made by the Committee before 
ad hoc licences for January/June 1957 were issued. 
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Basic Period for Sodium Perborate 

Under die import control policy for January/June 1957 
period, Sodium Perborate was shown as a separate item of 
Chemical, and the basic period applicable in the case of the 
item was the general one, viz. the one extending upto 31st 
March 1953. 

In their letter dated the 27th March addressed to the Chief 
Controller of Imports, the Committee pointed out that im- 
ports of Sodium Perborate allowed on the basis as above were 
not sufficient to meet the i>rescnt tlemand for the article in the 
country. Imported previously for the sports goods industry 
in the country, the chemical was being utilised during the last 
2/3 years by the Textile industry also. The increased demand 
could not be met from imports allowed on the basis of imports 
(luring the basic period ending with 31st March 1953. The 
Committee, therefore, suggested that the basic period fixed for 
the selection of the best year by establislied importers m 
Sodium Perborate should be extended to .slst March 1956. 
Government in their reply dated 5th April 1957 informed 
the Committee tliat their views had been noted for considera- 
tion in connection with the Policy Statement for July -Dec. 
1957 licensing period. 

Import Policy in respect of Oxalic Acid 

Under the Import Licensing Policy for the January/June 
1957 period, imports of oxalic acid were allowed on the basis 
of 50 per cent quota. It bad been represented to the Com- 
mittee that imports of oxalic acid on the basis of this cjuota 
were not sufficient to meet the demands of certain industries 
such as buileJing and textile industries. The Committee in a 
communication dated 5th February 1957 requested the Chief 
Controller of Imports to look into the matter and consider the 
feasibility of .suitably increasing the quota for imports of oxalic 
acid. The Chief Controller of Imports in his reply dated 22nd 
May informed the Committee that their suggestion had been 
noted for consideration. 
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Import Policy in respect of Studio Lamps 

Imports of Studio Lamps were allowed under OGL upto 
30th September 1956. Thereafter, the commodity was removed 
from the OGL and imports were allowed under a quota which 
was fixed at 75 per cent. Under the Import Control Policy 
for January/June 1957 period, the quota has been drastically 
cut down to 25 per cent. 

The Committee in a letter dated the 5th March addressed 
to the Chief Controller of Imports pointed out that the drastic 
cut in the import quota for Studio Lamps was causing hardship 
to the indigenous motion picture industry, as the item, though 
essential for the industry, was not manufactured in the country 
and the demand for it had increased substantially in recent 
years owing to rise in production of colour films. Even though 
under the difficult foreign exchange position of the country 
it would not be possible to permit imports of a particular com- 
modity or group of commodities in quantities in which they 
were previously allowed, the Committee requested that in 
keeping with Government’s avowed anxiety to render all pos- 
sible help to indigenous industries by removing impediments 
in the way of their expansion or progress and as the difficulty 
complained of by the indigenous motion picture industry was 
genuine, Government should reconsider the question with a 
view to raising the import quota for Studio Lamps. Govern- 
ment in their reply dated 4th June informed the Committee 
that their views had been carefully noted for consideration. 

Import Licensing Policy in respect of White Cement 

The Committee in a communication dated the 30th 
December addressed to the Chief Controller of Imports 
pointed out that the ban on the import of white cement, 
which was in existence for some time past, had been causing 
a great hardship to the cement tiles manufacturing industry 
in the country. White cement was an essential raw material 
for the industry and it was represented to them that the 
same was not available from indigenous sources. They there- 
fore requested Government to consider the feasibility of allow- 
ing imports of white cement at least by actual users to the 
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extent of their own requirements during the forthcoming 
licensing period. 

Issue of Import Licences for Real Pearls under the 
Export Promotion Scheme 

The value for which an import licence under the Export 
Promotion Scheme is issued is based on a prescribed percentage 
of the rupee equivalent of the foreign exchange received in 
payment of the f.o.b. value of the goods exported in respect 
of real pearls. This percentage was previously 100. It has 
now been reduced to 50 per cent. 1 he Committee, in this con- 
nection, addressed a communication dated 30th December 
1957 to the Chief Controller of Imports pointing out that such 
a reduction in the value of licences issued under the Export 
Promotion Scheme in respect of real pearls would adversely 
affect the export trade in this commodity at a time when 
^ jovernment were so keen to stimulate exports in all direc- 
tions. It was pointed out to the Committee that with such a 
reduction in the value of import licences, it would be difficult 
to maintain the existing level of exports. Ihe Committee, 
therefore, requested Government to be good enough to con- 
sider the feasibility of restoring the previous position under 
which such licences were issued for real pearls on the basis of 
100 per cent of the rupee equivalent of the foreign exchange 
received in payment of the f.o.b. value of the exports. 

Export of Red Chillies i ^ ^ 

The Committee in their communication dated 13th 
November addressed to the Chief Controller of Exports refer- 
red to the fact that when export of red chillies was allowed 
from the Madras Port, the export of the same from Bombay 
was not permitted. In this connection, they referred to the 
representations received to the effect that there was no justi- 
fication for not allowing exports from the Bombay Port. 1 hose 
effecting exports through the Port of Bombay were having 
long and well established trade connections with the various 
foreign countries and Bombay in fact was the chief exporting 
Port of red chillies before the ban on the exportation of this 
commodity was imposed. The Committee therefore requested 
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Government that whenever exports of red chillies were to be 
allowed in future through any Port, the same should be allow- 
ed also through the Port of Bombay. The Chief Controller 
of Imports in his reply dated 3rd December informed the 
Committee that their suggestion had been noted. 

Drawback of Duty on Imported Raw Materials used in the 
manufacture of Goods exported 

In their cominunication dated tlic 2nd August addressed 
to the Federation of Indian Ciiambcrs of Commerce &; Indus- 
try, New Dellii, tJie Committee pointed out that the scheme 
of drawback of import duty as in force did not provide the 
necessary stimulus for any significant increase in the exports 
of tlie finished products and as sucli the scliemc required libe- 
ralisation. The procedure for registration as authorised manu- 
facturers and for submitting claims, etc. was found to be 
cumbersome and complicated; exporters had to prove to the 
definite satisfaction of the Customs authorities that goods were 
manufactured purely from imported articles, wdvich process 
was very difficult even in genuine cases. In this connection 
they commended for favourable consideration the suggestion 
to determine the rate of rebate on an ad hoc basis for indivi- 
dual items, taking into account the approximate estimate of 
imported raw material used and percentage of duty paid on 
them, and authorised exporters should be granted the neces- 
sary rebate in proportion to their share in exports of the declar- 
ed articles. 

Again, the drawback facility was available only in respect 
of raw materials stipulated by name in the relevant Rules, 
while the same product manufactured out of other similar 
categories of raw materials was excluded from the scheme. 
The Committee suggested that raw materials selected for pur- 
poses of drawback scheme should be classified in a general 
way and not in terms of a specific kind or brand so as to allow 
utilisation of other suitable substitutes which might be advan- 
tageous to the manufacturers because of easy availability or 
manufacturing convenience or cheaper costs. The Committee 
also suggested that, in order to make the scheme more attrac- 
tive and profitable to the manufacturers, the present adminis- 
trative delays should be eliminated. 
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Export of Manganese Ore 

In terms of Public Notice No. 204 dated 29th June 1957 
issued by the Jt. Cliief Controller of Exports, Bombay, ship- 
ments of Manganese Ore railed to the ports against old quotas 
by 30th June 1957 were to be allowed on an ad hoc basis, pro- 
vided it was proved to tlie satisfaction of the authorities that 
such shipments were to be made against contracts enteied into 
prior to 31st Miuch 1957; the concession was to be available 
upto August 30, 1957. In other words, export of manganese 
ores against old quotas and against contracts entered into prior 
to 31st March 1957 were to be allowed only if the goods had 
been ready for shipment at the ports before the oOth June 1957. 

The Committee in their letter dated the 30th August 
addressed to the Chief Controller of Exports pointed out that 
the above policy discriminated between those who had^been 
able to move the ores to the ports before the 30th June 1957 and 
those who could not have done so, owing obviously to dilhcul- 
ties of securing wagons at the mining centres. The policy 
would, therefore, act harshly on those exporters who were not 
able to secure wagon space for movement of the ores to the 
ports. They, therefore, suggested that the policy .should be 
modified so as to allow firm commitments to be fulfilled even 
though tlie goods might not have moved to the ports before 
the date in question. 

Further, the Notice also gave small mine owners, whose 
quotas did not exceed 3,000 tons for the year cniling June 1957, 
the choice to claim quotas on the basis of 60 per cent of their 
exports in 1955 or 1956 or 75 per cent of their quotas for the 
period July 1956 to June 1957. As such a concession was not 
given to exporters, the Committee suggested that the same 
should be extended to small exporters as well. 

The Chief Controller of Exports in his reply dated 6th 
September informed the Committee that the concession of ad 
hoc shipments extended to quota-holders having ready stock 
at the port prior to the 1st July 1957 had also been extended to 
the quota-holders who had railed their ore to the port prior 
to 1st July 1957 although the ore could not reach the port upto 
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the 30th June 1957. It was not possible to extend any further 
concessions to these quota-holders. 

Export Duty on Low Grade Manganese Ore 

The Committee in a communication dated the 29th Octo- 
ber addressed to the Government of India referred to represen- 
tations received by them to the effect that there was very little 
export of low grade manganese ore and that the export duty 
levied on this commodity was mainly coming in the way of 
augmenting its exports. Consequently mining operations were 
interrupted and there was a large accumulation of stocks. The 
Committee therefore requested Government to look into the 
matter and consider the cjuestion of the export duty on low 
grade manganese ore with a view to its abolition or at least 
substantial reduction in the rates thereof. Government in their 
reply dated 13th November informed the Committee tliat 
their views in the matter had been noted. 

Export Duty on Cotton Waste 

At present, export duty at the rate of 30 per cent ad 
valorem and 50 per cent ad valorem was levied on soft cotton 
waste and hard cotton waste respectively. It had been repre- 
sented to the Committee that in the context of the present 
highly competitive conditions in the export markets, the ex- 
port duty at these rates was found to be burdensome by the 
export trade. The Committee in a communication dated the 
29th October addressed to the Government of India pointed 
out that a major portion of the production of cotton waste in 
the country was sold in the export markets. But of late, the 
export trade in the commodity was on the decline. Japan, 
who was the principal buyer was, owing to her foreign ex- 
change difficulties, not being able to absorb any sizeable quan- 
tities of this commodity. In European markets India had to 
face keen competition from other supplying countries. The 
Committee therefore requested that Government should review 
the question of export duty on cotton waste, both soft and 
hard, with a view to abolition or at least a substantial reduction 
of the rates thereof. Government in their reply dated 12th 
November informed the Committee that their suggestion in 
the matter had been noted. 
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Custom House Agents’ Licensing Rules, 1957 

The Committee in a telegram dated 8th August addressed 
to the Central Board of Revenue referred to the Custom House 
Agents’ Licensing Rules, 1957, and pointed out that the provi- 
sions thereof were of a far-reaching character imposing onerous 
obligations and were likely to disturb the links in the agencies 
traditionally engaged in the Custom House Clearing Agents’ 
work in Bombay. The Committee expressed the view that the 
interests directly concerned should have been afforded an 
opportunity to place their views and suggestions in the matter 
before the authorities tried to finalise the rules. They urged 
that the implementation of the rules should be postjxaned for 
a period of three months and in the meanwhile, representa- 
tive organizations directly concerned should be given an oppor- 
tunity to place their detailed views and suggestions before the 
authorities. The Central Board of Revenue in their reply 
dated 10th August, informed the Committee that instructions 
had been issued to the Collector of Customs, Bombay, to ex- 
tend the period for submission of applications, for licences 
under the rules, from 14th August to 31st August. It was also 
intended that the rules would be given final effect to only from 
1st October 1957. In the meanwhile, it was suggested that 
any representations in regard to the provisions contained in 
these rules be addressed to the authorities before 31st August 
1957. It was added that in terms of the rules, Collectors had 
been allowed discretion in applying the rules for granting 
licences to existing licensees for a period of five years. This 
provision had been made to deal with hard cases suitably. 

Bonds and Guarantees — Attestation of Signatures 

The Committee in a communication dated 30th December 
addressed to the Central Board of Revenue referred to the 
procedure connected with the execution of bonds required to 
be submitted by importers desiring to keep the importexl goods 
in bonded warehouse. Every time a business firm executed 
such a bond it was required to get the signature of the person 
signing the bond on behalf of die firm duly attested by a J.P. 
The attestation of the signature on the bond by a J.P. was 
insisted upon even in the case of firms, specimen signatures 
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of whose officers signing the customs documents were in tlie 
possession of the customs documents. The Committee pointed 
out that in the case of such firms there was no need for requir- 
ing the signature on the bond attested by a J.P. They there- 
fore requested Government to modify the relevant position 
under the law so as to waive the requirement of attestation of 
the signature by a J.P. in the case of firms, specimen signatures 
of the officers of wiiich were already with the customs authori- 
ties ami therefore could be used for tallying signatures on the 
bond. 


Examination of Cotton Textile Bales at the Docks 

Cotton bales meant for export were examined in the Docks 
prior to shipment. In the Bills of Lading the Shipping Com- 
panies made a note in regard to tlte examination. When the 
exporters handed over the sliipping documents to the Bank 
for negotiation, the Banks did not consider such bills of lading 
as ‘ clean ’ and, therefore, agreed to honour and negotiate such 
documents only if the exporters concerned executed a gua- 
rantee to the effect that if tlie documents were not retired by 
the buyers at the other end they should refund the amount 
received from the Bank. This process involved an element of 
delay and placed the exporters in avoidable suspense. The 
Committee in a communication dated 9th December addressed 
to the Collector of Customs, while referring to this position, 
invited attention to the suggestion that if the packing and 
scaling of cotton textile bales, carried out under the direct 
supervision of the Central PLxeise Inspectors posted at the Mills, 
were taken as final, the difficulty of the type referred to above 
could be obviated. They, therefore, reciucsted him to give 
earnest consideration to this aspect. 

Cotton Cloth used in the manufacture of Embroidered 
Articles exported from India 

Cotton fabrics intended for use in any textile printing, 
dyeing, bleaching or sizing processes are exempt from the levy 
of excise duty. No such exemption was, however, accorded 
to cloth used in the manufacture of embroidered articles like 
chaddars, pillow covers, table covers, which w^ere e?tported 
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from India in sizeable quantities. Ihe Committee in a com- 
munication dated 9th January 1957 addressed to the Collector 
of Central Excise drew his attention to this position and re- 
quested him to consider the feasibility of introducing a system 
of drawback of excise duty on cloth used in the manufacture 
of embroidered articles exported out of the country. 

Delay in the Delivery of Airmail Articles 

The Committee in a communication dated Idth February 
1957 addressed to the Collector of Customs referred to the 
representations made in the past in regard to diiiiculties ex- 
perienced by importers consequent upon the inordinate delay 
in the receipt of airmail post parcels from overseas countries. 
They citcil particular instance of difficulties experienced by a 
member in which there was inordinately long delay in receiv- 
ing even airmail registered articles sent from abroad even after 
the same was received here. Having regard to the fact that 
the import of such foreign post parcels by air involved con- 
siderable expense ami the late receipt of the same involved 
avoidable inconvenience, the Committee suggested that steps 
should be taken to so arrange procedural matters as would 
enable importers to receive airmail articles as early as possible 
after their arrival in the foreign post office here. The Collector 
of Customs in his reply dated 19th February 1957 informed 
the Committee about the circumstances under which the delay 
in the delivery of the post parcel in the particular case had 
taken place. In this connection the Collector of Customs 
pointed out that since lately the procedure known as the 
counter system of assessment was in force whereby the 
importer could present the licence and documents directly at 
the counter and have the parcels released the same day. He 
suggested that members importing post parcels from abroad 
should be advised to have the same cleared from the Customs 
by taking advantage of the procedure laid down under the 
above order. 
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V. GENERAL 

Questionnaire issued by the Foodgrains Enquiry Committee 

The Government of India appointed the Foodgrains En- 
quiry Committee to review the food situation and to examine 
the causes of the rising trend of food prices and assess the 
likely trends in demand and availability of foodgrains over the 
next few years and to make suitable recommendations to en- 
sure a level of prices which would provide the necessary incen- 
tive to the producer with due regard to the interests of the 
consumers and the maintenance of a reasonable cost structure 
in the economy. The Committee submitted a memorandum 
of their views to the Foodgrains Enquiry Committee on the 
main points arising from the rcfejcnce to the Enquiry Com- 
mittee. The Committee reviewed the position of foodgrains 
production in the country and pointed out that although there 
was an overall rise in the food production much leeway re- 
quired to be made for attaining self-sufficiency. The food 
problem was very important from the point of view of the 
progress of the Second Five-Year Plan. The rising prices had 
the potential of influencing a general spurt in price level and in 
consequence releasing forces of industrial unrest which might 
jeopardise the successful implementation of the Five-Year Plan. 
They therefore urged that vigorous efforts should be made 
to increase the food production in the country. In regard to 
short-term measures the Committee suggested the following: 

(i) As a short-term measure, Government should main- 
tain buffer stocks, particularly in regions where scar- 
city conditions were more pronouncedly felt with a 
view to check effectively or bringing down any up- 
ward trend in prices. 

(ii) The system of opening Fair Price Shops should be 
extended as and when necessary, in order to facilitate 
the supply of foodgrains to consumers at fair prices. 
So far as distribution of foodgrains to employees of 
industrial labour and commercial and industrial orga- 
nizations in big cities was concerned. Government 
should usefully utilise agencies of organised em- 
ployers’ associations in particular regions. 
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(iii) Fixation of maximum and minimum prices for each 
variety of foodgrains should be considered, with a 
view to ensuring reasonable and remunerative returns 
to the farmer. 

(iv) As a means of relieving absolute dependence on 
cereals, Government should equally concentrate on 
production of subsidiary food items, such as milk, 
vegetables, fruits, fish, etc. 

(v) Suitable and adequate provision should be made for 
transport facilities for movement of foodgrains over 
different areas. 

(vi) In view of the past, none too satisfactory experience of 
imposition of controls and rationing, these should not 
be resorted to, and instead 

(vii) Contraction of credit, especially in major food pro- 
ducing areas, might be undertaken in order to keep 
possible inflationary pressures under check. 

Code of Conduct for Insurers 

The General Insurance Council had forwarded to the 
Committee details of the additional requirements under the 
Code of Conduct for insurers carrying on general insurance 
business in India with a request that the same be brought to 
the notice of members. The Committee in their reply dated 
8th May 1957, informed the Council that, as desired, the 
scheme was being brought to the notice of members. In doing 
so, however, they pointed out that before finalising and bring- 
ing into force the requirements which were of a far-reaching 
nature, an opportunity should have been given to organiza- 
tions like the Chamber to examine and express their con- 
sidered views on the same. Such a course would have assisted 
the task of the Council in formulating and enforcing the re- 
quirements in question in a manner so as to obviate chances 
of avoidable difficulties to the various interests connected with 
the General Insurance Business. They particularly referred to 
the condition that the insurance risk should commence only 
on the payment of premium and expressed the opinion that 
the same would create practical difficulties in implementation. 
While pointing out that they were equally keen to see that 
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the General Insurance Business in the country was placed on 
a sound footing and that for that purpose efforts were made 
to eradicate any malpractices prevalent in the industry, they 
stressed that efforts in this direction should have been through 
a process of education and persuasion. Even when it was felt 
that the purpose could only be served by enjoining upon the 
relevant interests, specific obligations, representative organiza- 
tions of trade and coniiiierce could with advantage have been 
consulted so that tlie ultimate scheme decided upon for en- 
forcement was free from tlie possible criticism that in the effort 
to eradicate any alleged malpractice measures were being taken 
which would render the growth and development of General 
Insurance Business difficult. 

Difficulties under the Town Planning Act 

The Committee in a communication dated the 9th Decem- 
l)er addressed to the Government of Bombay in the Housing 
Department drew particular attention to tlie demand for 
housing accommodation in Bombay which was increasing to 
great extent and stressed the imperative need for creation of 
conditions whereunder building activity in the City would 
receive an effective impetus. 

In this connection, the Committee drew attention of 
Government to the various restrictions stemming from the 
planning schemes framed in pursuance of the Town Planning 
Act, 1954, as also the practical difficulties experienced in com- 
plying with the requirements thereunder, which were acting 
as serious dis-incentive to fresh building construction activity 
in Bombay. While expressing their general agreement with 
the broad aims and principles of an orderly and regulated 
development of the different Towns in the State in accordance 
with modern ideas of urbanisation and the requirements in 
the matter of sanitation, drainage, etc., the Committee pointed 
out that the problem created by the influx of an ever-increasing 
number of people into industrial cities like Bombay and the 
consequent abnormally growing demand for residential accom- 
modation had to be prominently borne in mind and that ex- 
tension of the Planning Schemes to areas which had already 
registered a measure of development could not be made with- 
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out taking into special account the conditions and features 
therein obtaining. Application of uniform standards and con- 
ditions created practical hardships in so far as such standards 
and conditions were sought to be enforced in tow'ns and cities 
which had undergone a fair degree of development, as for 
example in the case of certain developed areas in Bombay. 

Detailing the difficulties in this respect, the Cmmmittee 
pointed out that the Town Planning Act, enabling the freezing 
of land for purposes of regulating the space upto and within 
which building construction could take place, militated against 
more bigger and cheaper buildings; the Rules fiamed by the 
Municipal Corporation had been hampering progres.sive deve- 
lopment of the City, as they required 2/3rds of the building 
site being kept vacant allowing only ]/3rd to be luiilt upon, 
restricted the height of buildings to the ground and 3 upper 
floors only, disregarding the possibility of providing additional 
floors by suitable extra arrangements such as setbacks, etc. Tihe 
Rules came directly in the way of development of a plot by 
its owner for a number of years continuously, did not permit 
of the full development of existing buildings for a long lime 
so as to augment their accommodation capacity and rendered 
repairs to houses in existence very difficult, dhe impact of the 
betterment charges sought to be levied fell entirely on owners 
of property, who wore not permitted to recover the same from 
the occupiers, tliereby involving a financial burden on property 
owners at a time when they were obliged to bear several other 
imposts; and in fairness and equity property owners should be 
allowed to recover such betterment charges from the occupiers 
concerned. 

The Committee expressed their feeling that the question 
of development of the City in its varied aspects should be 
thoroughly gone into by a high-level Committee, who should 
weigh the various factors and properly balance the ideas con- 
cerning town planning with the overall need for a substantial 
increase in housing accommodation in the City, and in the 
light of the findings and recommendations of such a Com- 
mittee Government should frame a separate Town Planning 
Act for the developed parts of Bombay City and similar other 
Cities in the State, in lieu of the present omnibus legislation. 
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The personnel of such a body should include representatives of 
interests directly concerned with the matter. 

Cost Consultant Practice in India 

On many occasions in the past, it had been submitted to 
Government that they should give greater and greater en- 
couragement and opportunities of service to Swadeshi Enter- 
prises as opposed to foreign enterprises in all fields of activity 
and only in cases where indigenous enterprise was lacking in 
skill, efficiency and preparedness should Government look to 
foreign interests to fulfil the need. 

The Committee in a communication dated 31st January 
1957 addressed to the Government of India, in this connection, 
referred to an incident brought to their notice where a certain 
foreign firm of Cost Consultants, established in India only a 
few months back, had been given a number of assignments by 
Government. The Committee stressed that in the matter of 
new assignments to the Cost Consultants and other profes- 
sional services also Government should be guided by the above 
larger considerations of policy of encouraging Indian services 
in all spheres of economic activity. Moreover, even conditions 
of eligibility and greater usefulness emphasized the point that 
Indian firms of Cost Consultants and other professionals 
should be extended greater patronage and preference in the 
assignments granted by Central and State Governments. 

Government in their reply dated 28th February 1957 
informed the Committee that other things being equal, it was 
the policy of Government to give preference to Indian enter- 
prise in the professional field, but as the profession of Cost 
Accountancy was still in its infancy in the country. Govern- 
ment could visualize having to allow use of the services of 
foreign firms of Cost Consultants in appropriate cases where 
found necessary. 

Statistical Information about the Export of Cultured Pearls 

The Committee in a communication dated 10th December 
addressed to the Director-General of Commercial Intelli- 
gence and Statistics, referred to the suggestion that more de- 
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tailed statistical information regarding export of cultured 
pearls should be given in the records published from time to 
time of the foreign trade of the country. While record of 
export of cultured pearls was separately maintained, the same 
did not include the exports effected through post parcels. 
It was, therefore, not jiossible to have a complete picture of the 
export position in this article. If the suggestion was accepted 
and along with the same exports effected as outright sales, and 
those on consignment basis were separately shown, the same 
would very much facilitate the trade. The Committee request- 
ed Government to give due consideration to this suggestion. 


Sending out of Gift Parcels of Tea 

The Committee in a communication dated 30th December 
addressed to the Director-General of Posts & Telegraphs refer- 
red to the representations received in regard to the difficulties 
experienced as a result of the ban imposed on the sending out 
of gift parcels of tea to West Germany. Although it would 
appear that the ban was imposed in the year 1955, in the inter- 
vening period the ban was not being strictly enforced and gift 
parcels of tea were permitted to be sent to persons in West 
Germany. As sending of gift parcels of items like tea to 
friends abroad was useful from the point of view of develop- 
ing and maintaining business relations the Committee re- 
quested Government to reconsider the position with a view 
to allowing despatch of gift parcels of tea to the Federal 
Republic of Germany. 

Issue of Certificates in respect of Agricultural Commodities 

exported 

In the case of exports of certain agricultural commodities, 
exporters have to forward to their overseas buyers a certificate 
in regard to the immunity of the commodities under export in 
respect of weevil, insects pastes, etc. So far as export of such 
commodities from Bombay is concerned, the Plant Techno- 
logist, College of Agriculture, Poona, issues such certificates. 
The Committee in a communication dated 23rd March addres- 
sed to the Government of Bombay, in this connection, pointed 
out that as the office of the Plant Technologist was in Poona, 
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exporters found it difficult to arrange in time for his officers to 
come to Bombay and examine the consignments under export. 
There was avoidable time-lag and in the absence of availability 
of inspecting machinery in Bombay, the exporters were often 
faced with a difficult situation. The Committee, therefore, 
requested Government to examine the feasibility of the sug- 
gestion that they should make some arrangements, whereby 
the facilities of the inspecting machinery would be available 
in Bombay on a regular basis, f.vcn if for some reasons, it was 
not jwssiblc to have such arrangements in Bombay itself on a 
permanent basis, Government should, at least, see to it that 
exporters in Bombay were able to avail of the existing facility 
on a more regular basis by arranging the visits of the officers 
deputed by the Plant Technologist to take place at more fre- 
quent and definite intervals. 

Requirement of the Letter of Credit being confirmed by the 
State Bank of India 

The attention of tlie Committee was drawn to the 
difficulties experienced by merchants as a result of the re- 
quirement enforced by some of the Government Departments 
of letters of credit established through commercial banks 
being confirmed by the State Bank of India. The Committee 
in a communication dated 25th May 1957 addressed to the 
Government of India pointed out that under such a procedure 
the importers would be required to pay the charges connect- 
ed with the opening of letters of credit twice over. More- 
over, a trader opening a letter of credit through a first-class 
commercial bank would also have to get the same advised 
and confirmed by the State Bank. The Committee, there- 
fore, requested the Government to give consideration to these 
difficulties and issue necessary instructions with a view to 
steps being taken for revoking the practice of certain 
Governmental Departments to insist on a letter of credit 
established through a commercial bank being confirmed and 
advised by the State Bank of India. 

Government in their reply dated iSth July informed the 
Committee that tlie Ministry of Food & Agriculture had 
agreed to in principle to accept letters of credit established 
by licensed scheduled banks without any counter-signature 
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hy the State Bank of India for the purpose under reference, 
but it was added that this question was of academic interest 
now as the scheme in question had since been wound up. 

Shifting of Factories from the City Limits 

The Committee in a communication dated 6th instant, 
addressed to the Municipal Commissioner, Bombay, referred to 
the difficulties experienced by some of the Industrial units 
•operating within the City limits as a result of the Municipal 
Corporation issuing licences for a very small period. Tlie said 
stipulation would mean that such units would liave to shift 
their activities to some other places beyond the City limits and 
as the period of extension was quite sliort, naturally, instead of 
concentrating on their productive activities they would be 
obliged to search for alternative sites where their works could 
be shifted before the end of the time-limit stipulated by the 
Municipal authorities. The Committee pointed out that in the 
process of evolving a long-term policy in regard to the location 
of industries in the future, the industries concerned should be 
assured of suitable sites equipped with all the necessary ancil- 
lary facilities such as water-supply, electricity, transport and 
means of communication, etc. Till sucli time as this was made 
possible, it was necessary that the industrial units concerned 
should be enabled to function effectively. And, for this pur- 
pose, it was necessary that the period of Municipal licences for 
the location of industries should be for a reasonably longer 
|)eriod. 

The Committee had also drawn the attention of the Gov- 
ernment of Bombay to the difficulties experienced by estab- 
lishments who were required to shift and it was urged that the 
practical realities facing the industries, which had already been 
established and developed in certain areas, should be taken 
into account, and in so doing representative organisation of 
industries like the Chamber and other organisations should be 
given an opportunity to place before Government their views 
and suggestions in the matter. 

In pursuance of this suggestion the Municipal Commis- 
sioner had called an informal meeting of the representatives of 
certain organisations to discuss the question. The Committee 
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deputed Shri Gordhandas Morarjee as their representative to 
attend the meeting. As a result of the discussion at the meet- 
ing, the Municipal Commissioner formulated the undernoted 
approach to the problem which was brought to the notice of 
the members: 

(i) In respect of old establishments, shifting from exist- 
ing unsuitable locations would be insisted upon only 
after they had been offered alternative accommoda- 
tion, if they were not able to find it themselves. 

(ii) In deciding that an undertaking must shift sooner or 
later, the considerations that would be taken into 
account would be the nature of the manufacturing 
process, the nuisance, if any, that it caused, the invest- 
ment involved, the nature of the surrounding locality 
and the future needs of orderly development. These 
considerations would not apply in the case of new 
concerns established either without permission or des- 
pite objections taken initio. 

(iii) The Corporation would, wherever possible, try to 
develop industrial estates for the eventual re-sitting of 
objectionable concerns. Government was also taking 
steps in the same direction; and some initiative had 
been taken by industrial associations. 

(iv) The cases of members in respect of whom it was felt 
that the Corporation’s decisions as to the nature of the 
permit issued or proposed appear harsh or improper 
should be represented. All such cases would be per- 
sonally reviewed by the Municipal Commissioner 
after spot inspection. 

Subsidised Industrial Housing Scheme — Difficulties in 

obtaining Vacant Possession of Houses constructed 
under the Scheme 

As published in the Report of the Chamber for the year 
1956, the Committee had suggested to Government the need for 
making some legal provision in order to vest in employers the 
right to obtain vacant possession of the premises allotted to 
and occupied by their employees whose services had been 
terminated for one reason or another. Government had not 
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agreed to the suggestion. The Committee had addressed a 
further communication reiterating the demand for a suitable 
remedy for difficulties of tlie above nature. Government in 
their reply dated 12th October informed die Committee diat 
the matter had been examined in consultation with the Gov- 
ernment of India but it was not considered necessary to act on 
the lines of the suggestions made by the Chamber. The Com- 
mittee in a further communication dated 1st November 
pointed out that the decision of the Government in the matter 
had to be regretted having regard to the fact that on the one 
hand the policy regarding Industrial Housing was being 
intensified and employers compelled to provide accommoda- 
tion to their employees. As a result of refusal of a discharged 
employee to vacate the premises allotted to him, the employers 
would not only be put to the trouble and expenses of taking 
the necessary proceedings in a court of law but also to provide 
accommodation for those who may be engaged to fill in the 
places of the discharged or dismissed employees. The Com- 
mittee pointed out that with the increase in the tempo of in- 
dustrial housing, the number of cases requiring eviction of 
employees was bound to increase and that therefore it was 
not fair not to provide for any remedy for difficulties of this 
nature. Government in their reply dated 14th December 
regretted its inability to reconsider the decision already taken. 

Accommodation Control 

The Committee in a communication dated 7th November 
addressed to the Government of Bombay referred to the 
difficulties resulting from the control exercised by the Govern- 
ment on accommodation under the Bombay Land Requisition 
Act, 1948. They pointed out that the control was instituted 
to serve the needs of an emergency which no longer existed. 
In fact, the control had been relaxed and the powers under the 
Control Order were utilised only for the purpose of Govern- 
ment’s own requirements and the requirement of Government 
and public servants. They felt that in this context Government 
were not justified in incurring considerable expenditure for 
the maintenance of the organisational set-up. They therefore 
urged Government to give consideration to this aspect and to 
announce at an early date their decision to discontinue the 
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control of accommodation in the city of Bombay in any case 
after the present validity of the Control Order expired. 

Delay in the Registration of Documents 

The Committee in a communication dated 30th December 
addressed to the Government of Bombay referred to the diffi- 
culties experienced as a result of long delays caused in receiv- 
ing, from the Registrar of Assurances, documents execution of 
whicti had been admitted by all the parties concerned. As a 
result of this delay, parties who had to rely upon tlie docu- 
ments like purcliases, mortgages, were put to great hardship. 
The Committee, therefore, requested Government to issue 
necessary instructions to the Oflicers concerned for the quick 
return of documents registered with the Registrar of Assur- 
ances and thus avoid unnecessary inconvenience to the parties 
concerned. 

Transhipment of Consignments lying at Aden 

Following the develojMuent of the Suez Canal crisis, the 
Egyptian Government passed a decree stating that special per- 
mission would be required to tranship any cargo to a British 
controlled territory. Conseciuently, goods shipped from here 
and meant for destinations to the west of the Canal which had 
by that time reached Port Said were discharged at that Port. 
Difiiculties were experienced by shippers whose goods were so 
lying at Port Said in arranging for onward movement of such 
goods to their destinations. The interests concerned had made 
efforts to secure the special permission of the Egyptian Autho- 
rities for arranging shipment of the goods from Port Said to 
their destinations in the British territories like Malta, Cyprus, 
etc. But, even after a period of six months from the time of 
shipment, the goods had not reached the buyers. Conse- 
quently, exporters here were placed in a very difficult position, 
as their moneys were locked up for a long period of time, due 
to circumstances which were beyond their control. The Com- 
mittee, therefore, requested Government to take up the matter 
suitably with the Egyptian authorities with a view to expedit- 
ing the j)€rmission for transhipment of the goods from Indian 
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Ports lying at Port Said to their destinations in British con- 
trolled territories. 

Government in their reply dated 15th July informed the 
Committee that the matter was taken up through the Consul- 
General with the Egyptian Authorities and consequently^ in 
many cases, the goods had already moved from Port Said for 
their final destinations. It was added tliat if there were 
^similar cases, the attention of the Consulate-General of India 
in Cairo should be invited to the same. 

Encouragement of Indigenous Manufacture of Stores 

It was pointed out to the Committee that the Public 
Health Engineering Department, Trivandrum, called for 
tenders for supply of Cast Iron Pipes for the water supply 
scheme at Ernakulam. Various tenderers had submitted 
their quotations and even though the tenders submitted by an 
Indian manufacturing organisation of Hume Pipes was com- 
paratively lower, a decision had been taken to place the order 
for the supply on two other firms who had offered to supply 
cast iron pipes of foreign origin. 

The Committee in their communication dated the 2nd 
April addressed to tlie Government of India drew attention 
to the fact that the Indian hume steel pipes had earned a name 
and reputatioji and were widely used for water supply 
schemes all over the country since several years. When there 
were no particular difficulties either from the point of view 
of price, quality or time of delivery of the supplies required 
for a particular scheme or project, it would be reasonable to 
expect that imports of cast iron pipes from foreign sources 
need not be encouraged involving as it would considerable 
amount of foreign exchange. Again, one of the important 
aspects of the Stores Purchase Policy of Government was to 
give all possible encouragement and a positive preference to 
indigenous manufacturing units in respect of the stores 
required by the various Government and qiiasi-Government 
departments. 

The Committee requested the Government of India to 
draw the attention of the State Governments to the above 
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aspect, impressing upon them the larger objective of assisting 
the growth and development of indigenous industries and 
, in that view of the case to restrict the utilisation of foreign 
products to the extent absolutely essential. 

Inadequate Coal Supplies to Manufacturing Undertakings 

The Committee in a communication dated the 11th April 
addressed to the Coal Controller referred to the difficulties 
experienced by factory establishments in the Western India 
Zone on account of the inadequate and irregular supplies of 
coal requirements received by tliem from the coal producing 
centres in Bengal-Bihar. It would appear that the Railways 
were not able to cope up with the movement of coal supplies 
to the requisite extent with the result that the industrial units 
had to slow down and on occasion close their manufacturing 
activity for want of coal supplies. The Committee therefore 
requested that this matter should be given urgent considera- 
tion with a view to seeing that the supplies of coal to indus- 
tries in the State were made available at the earliest possible 
time in the existing conditions. 

Municipal Roads 

As published in the Report of the Chamber for the year 
1956, the Committee had addressed the Municipal Commis- 
sioner, Bombay, requesting that necessary action be taken for 
improving the conditions of the roads in the city. The Chief 
Engineer, Bombay Municipal Corporation, in his reply dated 
the I6th February 1957 explained the various schemes of road 
development undertaken by the Corporation. As regards the 
maintenance of roads in the city it was pointed out that the 
condition was fairly satisfactory. A programme had been 
drawn up for re-surfacing the roads which had deteriorated. 

Industrial Engineering Workshop (Department of Industries), 

Bombay 

The Committee in a communication dated 12th August, 
addressed to the Government of Bombay, referred to the fact 
that the Industrial Engineering Workshop attached to the 
Department of Industries, Bombay, was of considerable as- 
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sistance and use to those desirous of manufacturing or putting 
up pilot and small machines on an experimental basis and 
obtaining the necessary assistance in the matter of technical 
know-how for the purpose. It was reported that the work- 
shop was shifted to Poona. The Committee urged that what- 
ever be the reasons which might have guided Government in 
deciding to shift the workshop to Poona, it was necessary that 
the said facility should continue to be available in Bombay. 
They, therefore, requested Government to arrange to attach 
a new Industrial Engineering Workshop to the Department 
of Industries, Bombay. 

Government in their letter dated 11th September pointed 
out that the said decision was taken in the interest of develop- 
ment of cottage, village and small-scale industries. The Bom- 
bay city and the area round about it were so advanced indus- 
trially that a small workshop like the one in question had 
little scope in Bombay. Moreover, die small-scale industries 
in Bombay could approach the Regional Small Industries 
Service Institute established in Bombay by the Government of 
India which undertakes research in connection with small- 
scale industries. The Committee in a further letter dated 
28th October pointed out that while they could appreciate the 
need for increasing this facility in the area where there was 
more scope for development of small-scale industries it would 
have been more appropriate to achieve this object by provid- 
ing for an additional workshop at Poona rather than removing 
the existing workshop from Bombay. In any case, before 
taking such a decision Government should have consulted the 
organised associations of the interests directly concerned and 
their views on the desirability or necessity for the removal of 
the workshop in question from Bombay should have been 
ascertained. 

Supply of Ammonium Sulphate to Sugarcane Plantations 

The Committee in a communication dated 21st October 
addressed to the Government of Bombay referred to the diffi- 
culties experienced by sugar factories in the State on account 
of the irregular and delayed supply of ammonium sulphate 
for their cane-growing operations. Stressing the need for 
s. 
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adequate and regular supply of ammonium sulphate as an 
essential manure for the growing of sugarcane crops, the 
Committee pointed out that it was absolutely essential that 
the cane-growing operations should be allowed un-in terrupted 
by a regular supply of such manure. They, therefore, re- 
quested Government to take such action as might be deemed 
necessary so as to ensure adequate and regular supplies of 
ammonium sulphate to sugar factories in the State. 

Government of Bombay in their reply dated 22nd 
November while explaining the position of supply of ammo- 
nium sulphate to Sugar Factories, stated that the supply was 
expected to remain tight for some time in future, and there- 
fore use of alternative chemical manure was being encouraged. 
In view of the difficult supply position. Government expected 
the interests concerned to co-operate with Government by 
using other sources of nitrogen, viz. Ammonium Sulphate, 
Nitrate, Urea, and using other organic manures. 

Exemption from Excise Duty of Rectified Spirit used for 
Research Purposes 

The Committee in a communication dated 21st October 
addressed to the Government of Bombay referred to a repre- 
sentation received from the Deccan Sugar Factories’ Associa- 
tion to the effect that Government had not acceded to the 
request of one of the sugar factories for exemption from 
excise duty of rectified spirit used for research purposes as 
'‘Government had decided not to extend concession of duty- 
free supply of rectified spirit to industries which are insti- 
tuted by a private enterprise”. The Committee pointed out 
that several industrial establishments were running their own 
research wings or departments and research operations carried 
on by institutions irrespective of the fact whether they are 
sponsored by Government or by private industry should be 
accorded all reasonable assistance and facilities. They, there- 
fore, Urged that Government should give their consideration 
to the matter and issue instructions for the exemption from 
excise duty of rectified spirit consumed by sugar industries for 
research activities. 
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Government in their reply dated 13th November observed 
that in laying down a policy in this matter Government were 
actuated by the consideration that bona fide research by 
educational and research institutions should be encouraged by 
exteniling to them the concession of duty-free supply of 
alcohol, as in their case no profit motive was present, while 
the same could not be said of the research carried out by 
industries. Moreover the non-extension of this concession to 
Industries was not likely to affect them materially and 
hamper their work financially. Government therefore 
regretted their inability to accept the suggestion of the Com- 
mittee. 

Renewal of Municipal Licences for Storage of Goods in 
Licensed Premises 

The Committee in a communication dated 18th October 
addressed to the Bombay Municipal Corporation referred to 
the difficulties experienced by merchants and commercial 
houses in the city who were licence-holders in respect of pre- 
mises for the storage of certain categories of goods and 
wares in the matter of the renewal of their licences. Pre- 
viously the Municipal Corporation was sending notices to 
individual licence-holders calling upon them to get their 
licences renewed. Since the last two years, however, it was 
pointed out that the practice had been changed and in place 
of individual notices, an announcement to that effect was 
inserted in the Press. It was pointed out to the Committee 
that through inadvcrtance a licence-holder might not be able 
to adhere to the requirement of getting the licence renewed 
within the prescribed time-limit and would, therefore, be put 
to considerable difficulties. An individual notice might help 
to obviate such a contingency. The Committee, therefore, 
requested the Municipal Commissioner to examine the feasi- 
bility of restoring the earlier practice of sending out notices 
to individual licensees calling upon them to get dieir licences 
renewed within the .specified time. 

The Municipal Commissioner in his reply dated 23rd 
November explained that on the whole the response to the 
new system which had been introduced to avoid delay in the 
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renewal of licences had been satisfactory. It was tlierefore 
not possible to agree to restore the previous practice. 


Provision for Arbitration in Supply Contracts 

In terms of the revised provision for arbitration in supply 
contracts, all disputes arising out of contracts entered into on 
the basis of invitation to tender issued by the Director-General 
of Supplies and Disposals would be referred to the sole arbitra- 
tion of the Director-General or some other person nominated 
by him. * 

The Committee in a letter datetl the 6th March addressed 
to the Ministry of Works, Housing and Supply, pointed out 
that in revising the provision as above. Government had over- 
looked the psychological effect that the provision would create 
in the minds of tenderers. Even under the previous provision, 
whereunder for arbitration cases from the Government side 
a person in the employment of Government was usually 
appointed as one of the Arbitrators, there was a feeling that 
a salaried employee was not likely to be free from the psycho- 
logical influence of that position in the discharge of his work 
as an Arbitrator in a dispute wherein Government, his 
employer, was one of the contestants. In fact, there was a 
demand for setting up a panel of arbitrators composed of 
persons having a background of experience and legal acumen 
necessary therefor. Hie Committee mentioned that the new 
arrangement was more objectionable because it provided that 
arbitration by a Government servant or by a person who had 
to deal with matters to which the contract related or by a 
person who in the course of his work as Government servant 
expressed on all or any of the matters in dispute or difference, 
could not be objecteil to, and would create a sense of diffi- 
dence in contractors about their case receiving adequate con- 
sideration in arbitration proceedings. Naturally, a tenderer 
who was disinclined to refer disputes to the sole arbitration 
of the Director-General, was free not to agree to such a 
jxisition and, in that event, he was denied the right of settling 
a dispute by arbitration and had to resort to a court of law 
for remedy, with all the attendant delay and expenses. The 
Committee requested Government to review the position 
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thereby restoring the right of the contractor to nominate an 
Arbitrator of his choice from his side in cases of disputes con- 
cerning supply contracts. Government in their reply dated 
20th March pointed out that the revised position was enforced 
after full consideration of the recommendations of the Stores 
Purchase Committee on the subject. Moreover, contractors not 
desiring to avail of the arbitration of the Director-General of 
Supplies and Disposals were free to do so. In view of this, 
Government felt that the new Clause should be given a fair 
and reasonable trial. The Committee in a communication 
dated 8th May again stressed the need for the review of the 
decision with a view to restore the earlier position which con- 
ferred on both the parties to a contract the right to nominate 
an arbitrator from his side. Government in their reply dated 
17th May pointed out that the revised arbitration clause pro- 
vided for the tenderer to exercise an option at the time of sub- 
mitting his quotations to reject this clause in which case there 
would be no provision for arbitration at all and the ordinary 
course of law for disputes in a Court of law would prevail. 
It was added that instructions had been issued to the Director- 
General of Supplies and Disposals that acceptance or otherwise 
of the clause should not influence the decision on the tender. 

The Committee in a further communication dated 1st 
June on the above subject pointed out that even considering 
the option given to a contractor to go to a Court of Law, the 
revised position regarding arbitration in supply contracts was 
not satisfactory in that a supplier not desiring to agree to the 
arbitration by the D.G.S. & D. would have to forego the 
facility of arbitration for the purpose of settling a dispute 
arising out of a supply contract. The Stores Purchase Com- 
mittee had recommended that both the sides to the dispute 
should have a right to nominate their arbitrators and that the 
arbitrators to be chosen should be from those borne on the 
list of arbitrators maintained by the Federation of Indian 
Chambers of Commerce and Industry or persons having 
requisite experience of practice and judicial office. There- 
fore, the Committee again requested that Government should 
modify the Clause in question and provide for both the sides 
to the dispute to have a right to appoint arbitrators from their 
side. Government in their reply dated 12th June explained 
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that the revised clause was incorporated in the interest of 
speedy settlement of a dispute by arbitration and in arriving 
at such a decision the recommendations of the Stores Purchase 
Committee as also the points made by the Committee of the 
Chamber were all very carefully considered by Government 
but they felt that the revised clause as adopted by Government 
was the best in the interest of all parties. 

Delay in the Refund of Earnest Money Deposits 

The Committee in a communication dated 28th October 
addressed to the Government of India, Stationery Office, 
Calcutta, referred to the difficulties experienced by tenderers 
as a result of requirement of submission of earnest money 
deposit along with the temlers and in that connection referred 
to instances brought to their notice in which refunds were not 
forthcoming even though the relative deposits were made 
along with tenders submitted in the year 1951-52. They 
pointed out that such inordinate delays in the refunds of 
earnest money deposits placed the interests concerned in 
serious difficulties as considerable amounts would be 
locked up in the form of earnest money tleposits submitteil 
along with tenders, from time to time. The Committee sug- 
gested that the procedure in regard to the refund of earnest 
money should be modified so as to provide that refunds should 
be paid within a period of six months from the date of the 
rejection of the relevant tenders. 

Registration of Suppliers by the Director-General of Supplies 

and Disposals 

As published in the Report of the Chamber for the year 
1956, the Committee had addressed the Director-General of 
Supplies and Disposals in regard to the revised arrangements 
under which suppliers registered with the Director-General 
would have to periodically apply afresh on a payment of fresh 
registration fee for the purpose of such registration. The 
Director-General in his reply dated the 20th February 1957 
informed the Committee that the decision to review the regis- 
tration of suppliers already registered with the organisation 
was based on the recommendation of the Stores Purchase 
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Committee. With a view to causing the least dislocation, 
however, to the registered firms it was proposed that normally 
registration of only those firms would be reviewed which was 
over 3 years old. Moreover, it was not intended to ask all 
firms at the same time to apply afresh, and that the process 
would be spread over a long period. All individual registered 
contractors would be given notices from time to time to put 
in fresh applications and for this purpose application forms 
would be matle available for sale in the regional supplies 
offices at Bombay, Calcutta and Madras. 

Placement of Contract on Price Variation Basis 

As published in the Report of the Chamber for the year 
1956, the Committee had addressed the Director-General of 
Supplies and Disposals suggesting that in all tenders issued 
by the Department, there should be no insistence on quota- 
tions being made on a hxetl price basis and that each and 
every tender should provide for price variation clause so as 
to accommodate price variations occasioned by the operation 
of recognised practice. The Director-General of Supplies and 
Disposals in his reply dated the 19th February 1957 observed 
that it was the policy of the Government to place contracts on 
firm price basis and the previous practice of incorporating the 
price variation clause in invitations to tenders had been dis- 
continued. There would however be occasions when some 
contracts had to be placed with price variation depending on 
the merits of each case. 

Conditions governing the Contract of the Central Public 
Works Department 

The Committee in a communication addressed to the 
Government of India referred to the difficulties experienced 
by contractors as a result of the various clauses in the con- 
tract forms adopted by Government for the execution of Civil 
Engineering contracts. In this regard, they have referred to 
the complaints that the conditions of the contract were one- 
sided, arbitrary and consequently were not serving the best 
interests of both the Government as well as of the contractors. 



REPORT O U 1 H E 


136 

These provisions in main relate to the power vested in the 
Engincer-in-charge, delay in payment of bills in respect of 
works executed by contractors, scheme regarding arbitration 
in cases of a dispute, etc. The Committee made detailed 
observations on some of the aspects of die difficulties and 
pointed out that the contractors had been making efforts in 
the direction of getting the conditions of contract relating m 
these aspects suitably modified since a very long time. They 
therefore urged that Government should take early opportu- 
nity to consider the suggestions so as to make the contract 
conditions fair and equitable to both the parties to the con- 
tract. 

Government in their reply dated 18th October to the 
communication referred to above dated 1st October observed 
that the various points raised by the Committee had already 
been carefully considered by Government and the reactions 
of Government had been conveyed to the Civil Engineering 
contractors and their associations at various periodical meet- 
ings. In regard to the various points raised by the Committee 
Government observed that the Engineer in charge had instruc- 
tions that orders on various points should be issued after con- 
sulting the competent authority. If the contractors were not 
satisfied they might appeal to the Senior Officer. In regard 
to the aspect of payment of interim and final bills it was point- 
ed out that in the revised agreement that was proposed to 
be brought into force it was being provided that running bills 
would be paid monthly and undisputed items in the final bills 
would be paid within 3 months, if the cost of works was less 
than Rs. 2 lakhs and 6 months if it was more than 2 lakhs. 
In regard to the clause governing arbitration it was decided 
that all arbitration cases would be dealt with by independent 
officer appointed in the Central Public Works Department. 
In regard to the point for compensation for delay on the part 
of the Department, Government observed that they would 
consider all the cases on merits. In regard to the penalty for 
delayed execution Government added that the point was kept 
in mind while deciding the cost of penalty. The matter is 
under further correspondence with Government. 
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Difficulties in the submission of Certified Copies of 
Correspondence required by the Director-General 
of Supplies and Disposals 

The Committee in a communication dated 19th December 
addressed to the Director-General of Supplies and Disposals 
referred to representations received by them to the effect that 
on occasions when contractors were required to submit certi- 
fied copies of correspondence and agreements, etc., they were 
being required to submit such correspondence duly certified 
by a First Class Magistrate or a Notary Public. It was pointed 
out that this requirement created practical difficulties in that 
it was not always possible for the contractors to comply with 
the requirement by being able to get a First Class Magistrate 
or a Notary Public to sign such documents in time. In this 
connection, they referred to the suggestion made to them to 
the effect that this difficulty could be obviated if the Govern- 
ment agree to accept such documents duly certified by a J.P. 
The Committee requested Government to give due considera- 
tion to this suggestion. 

Terms and Conditions of the Tenders issued by tbe Bombay 
Municipal Corporation 

In a communication dated the ’25th November addressed 
to the Government of Bombay in the Local Self-Government 
& Public Health Department, the Committee drew attention 
to the terms and conditions of the tenders issued by the 
Bombay Municipal Corporation for purchase of its require- 
ments of stores and materials. According to those terms and 
conditions, contractors might have their names registered as 
‘approved contractors’ and for that purpose they were 
required initially to deposit a considerable amount as standing 
deposit. Even such registered contractors were required to 
furnish ‘earnest money’ deposit and security deposit along 
with each tender filled in by them. Other requirements were 
the obligation to execute contracts on a stamp paper which 
implied a substantial burden of stamp charges, legal charges 
on account of preparation of contracts, etc. Manufacturers 
and suppliers were put to serious difficulties as a result of these 



REPORT OF IHE 


terms and conditions, especially in the context of the existing 
monetary stringency. 

In this connection, the Committee also pointed out that 
as per the terms and conditions of the tenders issued by the 
Directorate-General of Supplies & Disposals, registered sup- 
pliers were not ordinarily required to furnish any security 
deposit and even in cases of non-rcgistered firms there was a 
provision enabling the authorities to relax the security deposit 
clause on merits. The deposit, where required, had to be made 
on acceptance of the tender and no earnest money was 
required to be deposited at the time of submission of tenders. 
Further, the Committee also invited Government’s attention 
to the recommendations of the Stores Purchase Committee 
stressing the need for securing uniformity in the purchase 
procedure by various purchasing agencies. 

The Committee requested Government to take early 
opportunity of modifying the relevant provisions of the 
Bombay Municipal Corporation Act with a view to alteiing 
or modifying the terms and conditions of the tenders issued 
by the Corporation in a manner as would obviate the difficul- 
ties of the contracts as referred to above. 

Conditions governing the Tenders issued by the Bombay 

Port Trust 

As published in the Report of the Chamber for the year 
1956, the Committee had addressed the Bombay Port Trust 
urging that a suitable modification should be brought about 
in the terms and conditions governing the tenders issued by 
the Bombay Port Trust so that the tenderers would be relieved 
of the obligation to pay earnest money and security deposits 
in cash. The Port Trust in their reply dated the 11th 
January 1957 observed that as regards the earnest money, a 
system of permanent deposit of Rs. 2,000 against the earnest 
money required for tenders was introduced in 1954. This 
system had gone a considerable way in relieving the hardship 
of the tenderers. If the system of earnest money was com- 
pletely done away with there was the risk of and inconveni- 
ence resulting from indiscriminate tendering. In regard to 
the security deposits it was pointed out that it was not possible 
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to accept such deposits in banker’s guaranteed bond mainly 
due to the legal difficulties in the way of enforcing such 
guarantees. 

Delegates to the 30th Annual Session of the Federation of 
Indian Chambers of Commerce & Industry 

Shri Naval H. Tata, Shri G. P. Kapadia, Shri Babubhai 
M. China! and Shri Radial M. Gandhi were nominated as 
Delegates to represent the Chamber at the 30th Annual 
Session of the Federation held in Delhi on 22nd March 1957. 

Election of Office-Bearers of the Federation of Indian 
Chambers of Commerce & Industry for 1957-58 

The Committee nominated Shri Babubhai M. China! for 
Election as the President of the Federation. Shri Babubhai 
China! was since duly elected as President of the Federation 
for the year. 

Resolutions for the 30th Annual Session of the Federation of 
Indian Chambers of Commerce & Industry 

Resolutions on the following .subjects were forwarded for 
consideration in connection with the 30th Annual Session of 
the Federation held in New Delhi on 22nd March 1957 : 

1. Industrial expansion — need to reduce cost structure. 

2. Export Promotion. 

3. Uniformity in sales tax policies. 

4. Payment of bonus — need for formulating guiding 
principles. 

5. Tightness in money market. 

6. Spate of hasty legislation. 

7. The Indian Patent system. 

8. Need for modifying provisions re : responsibility of 
public undertakings in respect of goods entrusted to 
them. 
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Conference of Cotton Textile Industry and Trade convened 
by the Federation of Indian Chambers of Commerce & 

Industry 

The Committee nominated the following as Delegates to 
die Conference of Cotton Textile Industry "and Trade con- 
vened by the Federation of Indian Chambers of Commerce 
& Industry at New Delhi on Sunday, the 14th July 1957: 

Shri Naval H. Tata (President) 

„ Gopaldas P. Kapadia (Vice-President) 

„ Madanmohan R. Ruia 
,, Ramnath A. Podar 
„ Gordhandas G. Morarji 
„ Ratansi Champsi. 

Sales Tax Conference convened by the Federation of In dian 
Chambers of Commerce & Industry 

The Committee nominated the following as the Delegates 
from the Chamber to the Sales Tax Conference convened by 
the Federation of Indian Chambers of Commerce & Industry 
in Bombay on Wednesday, the 24th July 1957: 

Shri Naval H. Tata (President) 

Shri Gopaldas P. Kapadia (Vice-President) 

Shri Devji Rattanscy 
Shri Ratansi Champsi. 

Conference of Transport convened by the Federation of Indian 
Chambers of Commerce & Industry 

The following were nominated as Delegates to the Trans- 
port Conference convened by the Federation of Indian 
Chambers of Commerce & Industry on Monday, the 9th 
December 1957 at New Delhi: 

Shri M. A. Master 
„ C. H. Bhabha 
„ Pratapsinh Shoorji Vallabhdas 
„ B. D. Somani. 
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Election of a Representative of the Federation on the General 
Council of the Indian Standards Institution 

The Committee nominated Shri Babulal Bubna as a 
candidate for election as a representative of the Federation on 
the General Council of the Indian Standards Institution. 
Shri Bubna has since been duly elected. 

Delegates to the 23rd Annual Session of the All-India 
Organisation of Industrial Employers 

The Committee nominated (1) Shri Naval H. Tata, (2) 
Shri G. P. Kapadia, and (3) Shri Babubhai M. Chinai as 
delegates to the 23rd Annual Session of the Organisation, 

State Advisory Council of Industries 

The Committee have nominated Shri Naval H. Tata as 
the Representative of the Chamber on the Advisory Council of 
Industries constituted by the Government of Bombay. 

Labour Advisory Board 

The Committee have nominated the President as the 
Representative of the Chamber on the Labour Advisory Board 
as reconstituted by the Government of Bombay. 

Food Advisory Committee for Greater Bombay 

The Committee have nominated Shri Ratilal M. Gandhi 
as the Representative of the Chamber on the Food Advisory 
Committee for Greater Bombay, constituted by the Govern- 
ment of Bombay. 

Appointment of a Representative on the State Transport 

Authority 

The Committee nominated Shri Dhirajlal Maganlal as 
the representative of the Chamber on the reconstituted State 
Transport Authority. 
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Zonal Railway Users’ Consultative Committee of the Western 

Railway 

Shri Pravinchandra V. Gandhi has been nominated as 
the representative of the Chamber on the Zonal Railway 
Users’ Consultative Committee of the Western Railway in 
place of Shri B. D. Somani since resigned. 

Death of Shri B, G. Kher 

The Committee at their meeting held on 12th March 
1957 passed a resolution recording their sense of loss at the 
death of Shri B. G. Kher and conveying their condolences to 
the family of the deceased. The meeting adjourned as a 
mark of respect to the memory of the late Shri Kher, without 
transacting any business. The office of the Chamber re- 
mained closed on 8th March 1957. 

Death of Shri Gordhandas Sonawala 

The Committee at their meeting held on 2nd April passed 
a resolution recording their sense of loss at the passing away 
of Shri Gordhandas Sonawala. The meeting adjourned as a 
mark of respect to the memory of the late Shri Gordhandas 
Sonawala. 


Death of Sir Behram N. Karanjia 

The Committee at their meeting held on 16th Julv 1957 
passed a Resolution placing on record their sense of loss at 
the death of Sir Behram Karanjia. The meeting of the Com- 
mittee adjourned without transacting any business as a mark 
of respect to the memory of late Sir Behram Karanjia. The 
Office of the Chamber remained closed on the 15th as a mark 
of respect to Sir Behram, ex-President of the Chamber. 

Death of Shri Morarji Mulraj Khatau 

The Committee at their meeting held on 5th November 
passed a Resolution placing on record their sense of loss at the 
sad death of Shri Morarji Mulraj Khatau. 



INDIAN merchants’ CHAMBER 


143 


Death of Shri Keshavprasad C. Desai 

The Committee at their meeting held on 26th November 
1957 passed a Resolution placing on record their sense of loss 
at the death of Shri Keshavprasad C. Desai. The meeting of 
the Committee was adjourned without transacting any business 
as a mark of respect to his memory. 

Death of Sir Rahimtoola M. Chinoy 

The Committee at their meeting held on 29th November 
1957 passed a Resolution placing on record their sense of loss 
at the death of Sir Rahimtoola M. Chinoy. The meeting of 
the Committee was then adjourned without transacting any 
business. The Office of the Chamber remained closed on 
Wednesday the 27th November as a mark of respect to the 
memory of Sir Rahimtoola who was an ex-Presicient of the 
Chamber. 


Membership of the Chamber 

At the beginning of the year, there were on the Register 
2,080 Members. During the year 97 were elected; and 115 
discontinued their membership. There are thus 2,062 Mem- 
bers now on the Roll. 

It may be mentioned that there were 117 Association 
Members at the beginning of the year. 11 Associations joined 
as Members and 7 resigned during the year. There are thus 
121 Association Members. 

Commercial Examinations 

The Commercial Examinations conducted by the Cham- 
ber in various centres in India were held from 29th April to 
6th May 1957. The total number of candidates who appeared 
at these examinations was 914. Out of these 80 passed in 
Diploma subjects and 297 passed in Certificate subjects. 117 
candidates were accorded exemptions in various subjects. 49 
recognised institutions sent candidates for the examination. 
The examinations were held in the following centres: — 
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Ahmcdabad 

Bhavnagar 

Bombay 

Calcutta 

Chirala 

Indore 

Kayamkulam 

Madras 

Madurai 

Mysore 


Nagpur 

New Delhi 

Palghat 

Poona 

Quilon 

Ratlam 

Surat 

Trichur 

Trivandrum 

Ujjain 


The Diplomas and Prizes to tlie successful candidates in 
the 1957 Commercial Examinations were distributed by Shri 
Hitcndra K. Desai, Minister for Education, Government of 
Bombay, at a function held on 14th December 1957. 


Library of the Chamber 

During the course of the year 90 books were added to 
the Library of the Chamber apart^ from the reports received 
from the Central and State Governments and other minor 
pamphlets received from various institutions. About 1,000 
members of the Chamber and their friends took advantage 
of the books available in the Library. Nearly 2,500 inquiries 
were answered in connection with reference books and such 
other minor information through the Chamber’s Library. It 
is earnestly hoped that more members would frequently take 
advantage of the various books and journals received in the 
Chamber and profit from the literature available therefrom. 


Accounts 

The Statement of Accounts of the Chamber for the year 
ended 31st December 1957 with the Auditors’ Report is 
annexed hereto.* It will be observed that a sum of Rs. 
3706.30 has been received as contribution from the Represen- 
tatives of the Chamber on various public Bodies. The best 
thanks of the Committee are due to the gentlemen who have 
made tliese contributions. 
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I. TRANSPORT AND COMMUNICATIONS 


APPENDIX 1 

Freight Surcharge due to Closure of Suez Canal and Liability 

therefor 

I.e'tler dated 11th I'eftruary l^lyj frotn Chamber to the 
Internationnl Chatnber oj Commerce, Paris. 

As the IntenuitioiKil (.’liamber ol Commerce is aware, 
toliowing the cIosliic o[ tlic Sue/ (ianal, steamship companies 
whicli were normally using the Canal, decided to route their 
\essels via the Cajic ol Crood Hope, With a view' to meeting 
the incicavSed expenditure inv'olved in the longer v'oyagc, the 
shipping companies also decided to levy a surcharge ol 15 per 
cent on ireight rates lor the cargoes so carried by tliem. Issues 
have naturally arisen in regard to the liability lor the payment 
of the surcharge, as between the Indian exporters and foreign 
buyers on the one side, as well as between the Indian shippers 
and the shippiiig conrjianies concerned on the other. 

In regard to the contracts entered into on the c.i.f. basis 
b\ Indian exjiorteis piior to thc‘ detasion to lc‘vy the surcharge 
on freight rates, disputes iiave arisen between the ex|x)rters 
here and the foreign buyers about the question of liability for 
the surcliarge. While no dilficulty is felt in the case of con- 
tracts in which specific provision is made as to the party liable 
for any increase in freight rates, the buyers contend that, in 
respect of contracts vvlierein there is no such specific provision, 
their liability is only to the extent of the freight wdiich was in 
existence wdien tlie contract w^as entered into and that, as far 
as the surcharge was concerned, the sellers should bear the 
same. On the other hand, it is the sellers’ contention that any 
increase in freight rates should be borne by the buyers and in 
this behalf they rely on a Convention to this effec t. 'Fhey point 
out that the very fact that certain standard contracts of Trade 
Associations do contain a provision fixing the liability for any 
increase in freight due to diversion of the route or any other 
reason after the contract has been entered into, on the buyers, 
is proof of, and pre supposes, the existence of such a Conven- 
tion. Again, while the buyers argue on strict legalistic prin- 
10 
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ciples, the sellers point out that in equity the buyers should 
reimburse them of their out-of-pocket expenses incurred as a 
result of the subsequent increase in freight due to no fault of 
their own. 

Another question which follows from the above decision, 
as stated earlier, is that concerning the liability for payment 
of the surcharge as between the Indian shipper and the steam- 
ship company, in respect of freight bookings entered into prior 
to the date of the imposition of the surcharge. In such cases, 
both the parties contend that the situation has been brought 
about due to no fault of theirs and that the same is beyond 
their control. Either party argues that the other party should 
bear the increase. Shippers also contend that, while as a result 
of the delay in the arrival of the vessels for picking up the 
cargo due to their having to traverse on a longer route, they 
have been put to serious inconvenience and loss, it was not 
fair for the steamshijj companies to saddle them with the addi- 
tional burden in form of increased freight, especially in view 
of the fact that contracts were entered into even before the 
date of imposition of the surchaige. 

In this connection, we understand that some of the Con- 
ference Lines do not levy the surcharge, even though their 
vessels also have to round the Cape of Good Hope, in respect 
of contracts entered into before the rele\ant date for shipments 
of Oils in bulk, for the carriage of which it is the practice to 
enter into firm contracts. For other kinds of advance freight 
bookings, the liability for the increase in question is placed on 
the shippers. 

In view of the conflicting arguments raised by the parties 
affected regarding the liability for the increase in freight rates, 
it is suggested that the International Chamber of Commerce 
may go into the question of liability as to the payment of 
increased freight rates or surcharge on freight rates arising out 
of deviation of routes under c ircumstances such as the one men- 
tioned in this letter and give its concerted opinion on the same. 

You will kindly let this Chamber hear from you in the 
matter at an early elate. 

Letter No. 3S0-FE-493 dated 22nd February 1937 from the 
International Chamber of Commerce to Chamber. 

I beg to refer to your letter of 1 Ith February 1957 on the 
above subject. 
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I am afraid it is not possible to advocate a general and 
absolute position to the two questions you raise as regards, first 
GIF contracts and second, transport contracts. 

Of course, in principle, it may be considered as regards 
GIF sales, that, if Indian exporters liave conducted business on 
this basis, at a fixed price, without making any reservation in 
the contract as regards any variations in freight rates — sub- 
sequent to the conclusioti of the sales contract — the buyer may 
claim the price originally stipulated to be final. In other 
words, unless otherwise stipulated in the sales contract, varia- 
tions in the freight rate or in other elements of the GIF prices 
in no way ailed the agreement of the parties. However, this 
principle may be set aside, in [>ractice, by considerations regard- 
ing the ititentious of the parties, with the result that such inter- 
pretation ()1 the agreements on the [parties may vary according 
to the law courts apj)lied to. 

I’he same remarks ap|)Iy to trans[)()rt contracts. Here 
again, everything depends on the general or particular terms 
stipulated by the |)arties concerned, as well as on any similar 
fact which may be taken into consideration as to the intentions 
of the parties. 

We trust you will understand from the above that the 
whole matter amounts to a c|uestion of contract with which it 
is not for us to interfere. 


APPENDIX 2 

Re-introduction of the Stamped Shipping Orders 

Letter No. F.C.298 j 5 16 dated 27th November 7^56 /rom the 
Federation oj Indian Chambers of Commerce 6" Industry 
to Chamber. 

I have been informed by the Ministry of Cxmimerce and 
Gonsumer Industries that the question of introducing once 
again a system known as Stamped Shipping Orders is under 
examination. The system was prevalent before the Second 
World War and provided for a binding contract between the 
shipping company and the shipper in respect of shipping space. 
Under this contract, the shipping company had the obligation, 
by issuing the Stamped Shipping Order, to provide space for 
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the cargo in the named steamer and at the claimed freight, 
whether the shipper utilised that space or not. There was a 
corresponding obligation on the part of the shipper to provide 
the cargo mentioned in the Order. This system has been 
abolished after the Second World War with the result that a 
Shipping Order by a shipping company now does not oblige the 
shipping company to accept the cargo, nor does it oblige the 
shipper to ship the cargo. 

It is possible that under the present system, which does not 
involve any contractual obligation between the two parties, 
there might be complaints that the shipping companies shut 
out certain cargo even after pre^mising in the first instance to 
make the shipping space available. 1 am, therefore, to request 
you to bring this to the notice of your constituents and let me 
know whether such complaints exist and if so the particulars 
in the case of each complaint. Could you also let me have 
your views as to whether you feel that there is need for a rigid 
system of contracts between the shijjpers and the shipping com- 
panies in regard to shipping space? 

I shall be obliged if you will kindly let me have yoi/r 
replies as early as possible as tlie matter is currently being 
examined by Government. 

Letter No. 198 dated ISth January 7^57 from Chamber to the 
Federation of Indian Chambers of Commerce v‘ Indusfrx. 

Please refer to your letter No. F.C. 298/516 dated 27th 
November 1956, on the above subject. The Committee have 
given very careful consideration to the proposal for re-intrcxluc- 
ing the system of stamped shipping orders and have come to 
the conclusion that taking all the factors into consideration, 
the balance of advantage wT)uld indicate a continuation of the 
existing procedure. 

The Committee are aware that the existing procedure 
whereunder a shipping company issues a shipping order does 
not involve any contractual obligation. I'here are on occasions 
complaints that cargoes have been shut out even after shipping 
space has been promised in a particular steamer. The feasi- 
bility of re-introducing the system of stamped shipping order 
is, therefore, being examined with a view to obviate such a 
position. My Committee, however, feel that notwithstanding 
occasional complaints of the character referred to above under 
stress of unavoidable circumstances, the experience of the exist- 
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ing procedure by and large has been satisfactory and the ship- 
ping companies generally accept the cargo against shipping 
orders. At tlie same time it must be recognized that the 
existing arrangement also vests in the shipper an element of 
liberty in determining as to who should or should not avail of 
the freight bookings he lias made witli a particular shipping 
company by a specific steamer. There are occasions when due 
to reasons beyond his control, a shipper might find it impossible 
to adhere to his commitment. If the freight is to be allocated 
on the basis of stamped shipping order, a shipper on such 
occasions would be faced with a very difficult position as he 
would be required to bear the burden of dead-freight. As 
against this, there is every possibility that even under a system 
of stamped shipping orders, the sliipping companies would be 
able to introduce in tlieir contracts protective provisions 
enabling them to cancel frciglu space under certain conditions 
without incurring any penally. 

In sliort, my Committee consider tliat the present practice 
by and large has worked satisfactorily both from the point of 
view of shipping companies as also the shippers and that if 
any clement of rigidity is introduced by enforcing a system of 
stamped shipping orders, (he same may, on occasions, create 
difficulties and would come in the way of co-operative effort 
to utilise available shipping space on the part of both the ship- 
ping companies and the shippers. 


APPENDIX 3 

Liability of Internal Air Service in respect of Injury or 
Damage caused to Passengers or Goods 

Letter No. 2106 dated 30th September 1957 from Chamber to the 
Miiiisiiy of CommiinicatiotiSy Government of India. 

The Indian Carriage by Air Act was enacted wdth a view 
to giving effect to the convention for unification of certain 
rules relating to rights and liabilities of carriers, passengers, 
consignors, consignees and other persons. The convention 
defines the liability of air carriers for injury or damage caused 
to passengers or goods. The convention applies only in respect 
of international carriage by air. Section 4 of the Carriage by 
Air Act, however, specifically empowers Government to make 
rules extending the provisions of the convention also to internal 
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carriage by air and to issue necessary notification so that the 
rules included in the First Schedule of the Act would also be 
applicable to internal carriage by air. The rules in cjuestion 
have not so lar been applied to the internal carriage by air 
and no notification envisaged in Section I of the Act has been 
so lar issued. In the absence of a spcxihc law defining the 
liability of a carrier in respect of transit ol goods by air inter- 
nally, it is open to a carrier to limit the liability in respect of 
loss or damage to goods carried by it, by stipulating the terms 
and conditions on which it woidd be jnepared to enter into a 
contract with the consignor for the carriage of his goods. 

Accordingly, the Indian Airlines (iorporation accepts air 
freight on the basis of a consignment note on the reverse of 
which general conditions ol the carriage are set out. In terms 
of the same, the Corporation limits such liability to the actual 
value or Rs. 500 whichever is lower on occasions of loss or 
damage to goods during the course of carriage notwithstanding 
the fact that such loss or damage might have been caused by 
the act of negligente, neglect or defaidt of the carrier. This 
creates hardship in the case of loss or damage of valuable 
parcels entrusted to the Jndian Airlines (knporation for 
carriage. 1 he present position is sue h that under the general 
conditions ol contract tinder which such goods are carried and 
to which a consignor is a party, even when tlie loss of the goods 
occurs while in the custody of tlie carrier and there are all 
indications to show that it tvas lost in transit, the consignor 
would have no remedy for obtaining adequate compensation. 

I his ])osition has led to litigation in some c ases and my Com- 
mittee would particularly invite (Government's attention to the 
judgment in the case of jothaji Maniram vs. Jndian Airlines 
Corporation. (Ref. Suit No. 5772 of 1955 and N.J.A. No. 264 
of 1956 in Suit No. 5772 of 1955 in the Small Clauses Court at 
MaeJras.) It was held that the party was entitled to compensa- 
tion of Rs. 500 only as proticled lor by thc^ general conditions 
of carriage. 1 he party went in appeal and the court held that 
in view of Section 8 of the (Carriage Act, taken along with the 
})rinciplc‘s of English Common Law, the applicants were entitled 
to recover the full value of the parcel lost through the negli- 
gence of the Indian Airlines Corporation. 

Although the outccjine of the legal action in this particular 
case has been favourable from the point of view of the 
aggrieved party, my Committee cannot help pointing out that 
this aspect requires the urgent attention of the Government of 
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India, as otherwise, in the absence of any legal provision 
governing the liability of the carrier in respect of loss or damage 
of goods while in the custody of the carrier, the consignor 
would have to rest content with the amount of compensation 
stipulated in tlie general terms and conditions of carriage or to 
pursue his claims for full or adequate compensation in a court 
of law. In this connection, my Committee would like to refer 
to the observations contained in the judgment given by the 
Small Causes Court at Madras in the particular case to which 
a reference has been made. It was observed : 

“We endorse the observations of the learned trial judge 
that it is also necessary and desirable in view' of the ever 
increasing demand for air traffic, early notification should 
be issued by the Gcnernment of India applying the rules 
in Chapter III of the Carriage by Air Act, which makes 
the Air Corporation liable for loss of goods accepted on 
a consignment note to intcTiial air traffic also. ” 

My Committee reejuest that Government will be good 
enough to give urgent consideration to the suggestion made 
herein. 


APPENDIX 4 

Bonded Warehouse for Air-freight Packages and Parcels 

Letter No. I7tf8 dated 12th August 1937 jroru Chamber to the 
Central Board of Revenue. 

The Committee of tfie Indian Merchants’ Chamber had, 
in the past, drawn the attention of the Government to the need 
for instituting a scheme of bonded warehouses for goods 
imported by air. At present, there is no bonded warehouse for 
goods arriving by air as a consequence of which such goods had 
to be cleared immediately on payment of import duty. If such 
bonding facilities are provided, it would be a great facility to 
merchants desiring to re-export the goods to some other desti- 
nation. Moreover, in items like films, it has been pointed out 
to my Committee, that it is normal for an importer to keep it 
in bond and arrange for its censorship so that if the film is 
not passed by the Censors or by some other reason the importer 
comes to believe that the film will have no commercial value 
in India, the film can be shipped back to the shipper, thus 
freeing the importer from being obliged to pay import duty 
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on the same. In the absence of a facility for bonding the 
articles received as air freight, the importing interests in the 
line are put to considerable difficulties. On representation 
from the Chamber and several other organisations, the matter 
was considered by Government and it would appear that pend- 
ing further consideration of the same they had agreed to allow 
the articles imported by air being bonded in a private bonded 
warehouse along with the goods imported by sea subject to 
specified conditions. 

In this connection, as has been pointed out earlier it 
would be very difficult for private individuals or organizations 
to maintain a bonded warehouse for small articles iinpc^rted by 
them as air freight. On the (ontrar\, artieles received by air 
are in their very nature comparatively light and small in size 
and the authorities should not ha\'c any difficulty in agreeing 
to allow these articles bonded in a separate or in the ware- 
houses where cargo received by sea or post are kept. 

My (k)minittee request that Government will revietv the 
matter and make suitable provision for warehousing of articles 
imported by air. 

Ut(cr .Vo. F.Xo3 ;20j^7-Cus.VlI dated ^tit September 1957 
from the Central Board of Revenue to Chamber. 

I am directed to refer to your letter No. 1768 dated the 
12th August 1957 on the above subject, and to say that tlie 
goods inipoited by air can bc^ kejii in a public: or a private 
bonded warehouse even at jiresent, if the importer so desires. 

1 he only public bonded warehouse at Bombav, at present, is 
that of the Bombay Port Trust. If your Chamber tlesires that 
there should be a warehouse at the Santa (>ruz airport, you may 
either approach the Director-General of Civil Aviation in India 
to move in the matter, or may apply for a licence for a private 
bonded warehouse. 

2. As regards censorship of films in a bonded warehouse, 

I am to state that in the case of warehoused goods, only such 
operations as are permissible under section 100 of the Sea 
Customs Act can be carried out. As censorship of films is not 
permissible in that section, this operation cannot be allowed. 

It is, however, not correct to state that if a film is not certified 
by the censors, the importer has to bear the burden of duty. 
He can claim drawback of duty in sucli cases on fulfilling the 
statutory and procedural requirements. 
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APPENDIX 5 

Imposition of Time-limit for filing of Applications for 
Remission of Demurrage Charges paid to the Bombay 

Port Trust 

Let lei \' 0 . I‘i}2 daled '■Mh Sepleiri her 1957 jrarn (lhainher lo 
the Bombay Port Trust. 

1 he Bombay Port I rust imposed wiifi efieet from Jst April 
195(), ;i tmic-limit (if two months from the date of payment of 
charges for receipt of applications, complete in all respects, for 
giant of iemissi(jn of demurrage charges. The Chamber was 
duly intimated about this restriction on the time-limit for filing 
of claims lor remission of demurrage charges and as desired 
by you tfie members of the Chamber were advised accordingly. 
I he other oiganications also, to which a relerence was made by 
you in the matter, would have apprised their members of tht' 
position. 

liven so, it would appear that a large number of importers 
were not .aware of the exact position and therefore could not 
adhere to the reduced nme-limit of two months for the purpose 
of submitting apj)lit.ations lor remission (jf demurrage charges 
and were cjuiie sur|iriscd to learn from the authorities recently 
that since their applications, complete in all respects, were not 
submitted within a periixl of tw'o months fnnn the date of the 
payment ol the charges, the same could not be entertained. 
■Sev'eral represetitations have been received in this regard from 
which it would appear that at the time when the importers 
concerned submitted their applications for remission of 
demurrage charges, they were bona fide not aware of the 
revised time-limit nor were they quite clear as to what was 
required of them in order to make their applications complete 
in all respects. In many ca.ses it would appear that the appli- 
cations were made quite in time but were not accompanied by 
certain documents which in the view of the Port Trust would 
make such applications complete in all respects. Perhaps, if 
immediate steps were taken to apprise such applicants of the 
exact requirements after their applications were submitted, 
such importers woidd have had an opportunity to complete 
their applications quite within the time-limit of two months. 
However, it would appear that the action in rejecting the claims 
was not sufficiently prompt so that the applicants had no chance 
to re-submit their claims with the documents required within 
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the time-limit specified in the notice under question. More- 
over, the notice in question has not indicated any specific 
documents which are recjuired to be submitted along with the 
applications in order to enable such applications to be treated 
as complete in all respects. In these circumstances the rejection 
of applications for remission of demurrage charges on the 
ground that they were not submitted within the time-limit of 
two months, though technically correct, cannot be deemed to 
be fair to the parties concerned. 

My Committee, therefore, recjuest the Bombay Port Trust 
to be good enough to review the matter and as a special case 
permit sucli claims for remission of demurrage charges being 
deemed eligible for consideration and decision on the merits 
of each case. 

Letter No. f i D f -RR ; 8^66 dated 22nd October 19.57 jrorn the 
Bombay Port Trust to Chamber. 

Reference is in\ited to this Oflice circular letter Nc^. 
T/DT-RR/1775 dated 17th March 1956, stating that with effect 
from 1st April 1956 applications for remission of demurrage 
charges would not be entertained unless they are received, 
complete in all respects, within two months fre^m the date of 
payment of the charges. 

The cjuestion whether applications for remission of 
demurrage charges must necessarily be accompanied by the 
relative invoices has now been considered and it has been 
found that the processing of the claims can be initiated even 
when the relati\c invoices are not forwarded with the applica- 
tions. It has, therefore, been decided, as a concession to the 
Trade, that applications for remission of demurrage charges, 
even if not accompanied by the relative invoices, should be 
entertained if received within the stipulated period of two 
months, j^rovided they are complete in all other respects. 1 am, 
however, to make it clear that should a reference to the 
invoices be found essential, during the examination of the 
claims for purposes of verification, it will be incumbent on the 
applicants to furnish the invoices within a reasonable period 
when called upon to do scj. 

All pending applications will be disposed of in accordance 
with the above decision. It is requested that this may be 
brought to the notice of your constituents. 
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Letter \ o. 2391 dated 7th November 1937 from Chamber to 
the Bombay Port Trust. 

J arn (Icsired to acknowledge the receipt of your letter 
No. r/D r-RR/SSdf) dated the 22nd ultimo on the subject 
mentioned above. My Committee have noted that it has now 
been, dec ided that claims for tlie remission oi demurrage chargt‘s 
could be submitted even in tlie absence of the relative invoices 
and that such claims would be duly considered if submitted 
within the stipulated period c)f two months, provided they are 
com]detc‘ in afl other respec ts. 

\Vhilc‘ c’Xjuessing satislaction at this decision which is in 
the nature of a concession to the trade, they would like to refer 
to their earlier representation dated the 9th September on the 
above subject. J hey have pointed out therein that quite a 
n umbel of applications for remission cjf demurrage charges 
weic 1 ejected on a technical consideration, that the same were 
not submitted within a period of two months from the date 
of the payment of tlie Port Trust charges complete in all 
respects. Now that the Port 1 rust has decidcM that it is not 
necessary to insist on the relevant invoices being submitted 
along with the ajiplic^ations for rcanission of demurrage charges 
my (.ommittee feel that the benefit of this concessional treat- 
ment should be made available to all those apjilications which 
were sid>mitted aftcT the imposition of the time-limit and which 
were rejexted on the technical consideration of not having been 
a c com j>a n iecl by rel evan t documen ts a ncl any a ppl ica tions 
rejected previously, if submitted again, slioulcl be deemed to be 
eligible for reconsideration on merits, as otherwise importers 
whose claims come to be so rejected would be placed to avoid- 
able difficulty and loss. 

My Committee are sure that the Port Trust will have no 
difficulty in appreciating this position and agreeing to the 
suggestion contained herein. 

In the meanwhile?, as desired, the contents of the letter 
under reference are c irculated to the Members of the Chamber 
for their information. 

Letter No. 2725 dated 19th December 1957 from Chamber to 
the Bombay Pori Trust. 

I am desired to invite reference to your letter No. 
T/DT/RR/8366 dated the 22nd October and to this office 



156 


R E F O R T O F THE 


letter No. 2391 dated the 7th November 1957 on the above 
subject. As mentioned therein, the revised arrangements were 
brought to tlie notice of the Members of the Chamber. In this 
connection, a suggestion has been made to my Committee that 
in order to make the concession already gianted by the Bombay 
Port Trust to be really helpful it would be necessary to extend 
the said concession so as"^ to provide that applications for 
remission if submitted within the stipulated time would be 
entertained even if they are not accompanied not only by 
relevant invoices as provided for in the concession but also Port 
Trust chhapas. 

1 am desired to retjucst you to kindly give this point also 
consideration along with the suggestion already made in their 
previous letter tliat the c oncession announced should be made 
applicable to claims for remission of demurrage charges which 
were rejected prior to ifie announcement of the concession due 
to non compliance of the technic al reejuirements in the matter. 


APPENDIX 6 

Reduction in the Free Period for the purposes of Loading and 
Unloading of Wagons 

Letter Ao. dated April 19.^7 from Chamber to the 

Ministry of Raihvays (Raiheay Board), Government of India. 

In an effort to ensure the maximum utilisation of Rail- 
ways’ resources in wagons, the Railway Board liavc decided upon 
certain measures designed tc) speed uj) the running of trains 
and to cut detentions to wagons in marshalling yards and else- 
where. As a step in that direction, the Railw^ay Board has 
decided to reduce the free time allowed to the trade, wherever 
loading and unloading is required to be done by consignors 
and consignees, from 6 hours to 5 hours. 

Tlie Committee in this connection would like to recall 
their views expressed at the time of the decision to reduce the 
free period as not calculated to assist the realisation of the 
objectives of the administration in securing an earlier 
release of the wagons. They had cited the instance of a large 
numbei of wagons coming up for being unloaded at a parti- 
cular place, one wagon after the other, and had pointeci out 
that in such a case in spite of the best endeavour of the con- 
signees there will be physical limitations to the extent to which 
the process of unloading could be speeded up. 
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7 here is another aspect of difficulty in being able to conform 
to the reduced free period. The consignors arc expected to 
load the wagons allotted to them after the wagons have been 
actually placed. In many cases a single consignor would have 
to make arrangements for loading a number of wagons at a 
time. In order to be able to arrange loading of these wagons he 
has to make necessary arrangements for bringing the supplies 
to the loading centre from the godown or the factories where 
the goods to be consigned arc lying. Naturally he would 
require sufficiently advance information as to when the wagons 
arc going to l>e placed at his disposal. According to the present 
procedure it would appear that consignors are not able to have 
definite advance intimation about the wagons being allotted 
to them. It, therefore, becomes all the more difficult to 
complete the loading operations within the reduced free period. 

I am, therefore, desired to request you to take this aspect 
into consideration and to issue necessary instructions with a 
view to ensure that consignors are afforded sufficiently advance 
time for making the necessary ancillary arrangements con- 
nected with the bringing of supplies to ilie sheds for being 
loaded into the wagons so that when tlie wagons are placed, 
the materials and goods arc ready for being loaded. Such a 
course would considcrablv assist the work of completing the 
loading of the vvagons din ing the free periotl. 


APPENDIX 7 

Compensation for Claims preferred against Railways in 
respect of Loss or Damage of Goods consigned over Railways 

Letter No. 1615 dated 25th July /<)57 from Chamber to the 
Alniistty oj Raiheays (Rniha'a.\ Hoard), (roveminevt of India. 

The Committee of the Chamber have had occasions in the 
past to draw the attention of the .'uithoritics to the question 
of difficulties experienced by the members of the commercial 
community as a result of delay in the finalisation of claims in 
respect of loss or damage to goods consigned over the Railways. 
In their representations to the Railway Freight Structure 
Enquiry Committee, the Committee had touching upon this 
aspect made a strong plea that measures should be taken to 
improve die operational and administrative machinery, so as 
to minimise occasions for claims for loss or damage. They had 
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further submitted that such claims as arose should be settled 
expeditiously and that this task would be facilitated by the 
fixation of time-limit for settlement of claims and the institu- 
tion of some form of non-official check on the working of the 
various claims offices. 

Since tiien the Ciommittee, off and on, continue to receive 
representations in regard to the delays experienced in the matter 
of getting the claims settlcxl Irom carious Railways. In some 
of the recent instances brought to their notice, there is notice- 
able tendency to delay the finalisation of the claims preferred 
against the Railway administrations and when suits in respect 
of such claims become time barred, to repudiate the liability 
of the Railway administrations in rc'spcct of such claims. In 
many cases, in spite of the measures taken by the Ministry from 
time to time for seeing that the work is heing expedited, tliere 
still continues to be delay in the finalisation of such claims. 
Very often the claims pertain to relatively small amounts, and 
the parties concerned natuialiy cannot be thinking in terms of 
taking legal action to have the .same scrttlcd. 

My Committee request, therelorc, that Government will 
give sympathetic consideration to this asjxxt and issue necessary 
instructions firstly with a view to ensure that such claims as are 
preferred against the various Railway administraticins are settled 
expeditiously, and secondly in such cases as remain pending for 
settlement for a period which would biing them within"' the 
purview' of the provision ol the Indiait Limitation Act and thus 
legal prcKeedings in respect of the same would become barred, 
before a final decision repudiating the claims is taken and inti- 
mated to the parties, they should be referred to the Board for 
their consideration. My Committee feel sure that (Government 
will give their early consideration to the matter. 

Letter So. TC-III ; 3016 j y7 dated 22nd .Ingust 1957 from the 
Railway Board to Chamber. 

With reference to your letter No. 161,5 dated 2,')lh July 
1957, I am directed to state that instructions to the Railways 
already exist that they should not only sustain but also intensify 
thcii efforts to emsure expeditious disposal cjf claims cases. 1 
am to add that as a result of variotis measures adopted by the 
Indian Railways, there has been a steady improvement in the 
average time taken in settling compensation claims which has 
been brought down to 51 days in 1955-56 as against 71 days in 
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1952-53. The matter is constantly under review with the obiect 
o£ effecting further improvements. 

Regarding claims cases which have become time-barred for 
suit. Railways make a reference to the Railway Board when the 
claimants have been regularly pursuing the matter and the 
claims have become time-barred for suit not due to any laches 
on the part of the claimants. 

It is suggested that specific cases be brought to the notice 
of the Railway Administrations concerned wfio will no doubt 
look into tliern and take suitable remedial action in the matter. 


APPENDIX 8 

Delay in Issue of Railvi^ay Receipts at Wadi Bunder 

Ixtter No. C .63(KD j Il-Pf .1 dated 28th November 1^31 from the 
Central Railway to Chamber. 

Detailed enquiries have been made in the matter of delay 
in the issue of R/R,s in the cases referred to in your above 
(a Note previously furnished by the Chamber), ancl I enclose 
herewith * a statement showing the position in each case. It 
will be noticed therefrom that the delavs occurred mainly on 
account of reasons as indicated below: 

(a) Delay in taking the goods to scales ; 

(b) Delay in rating ; 

(c) Misplacement of forwarding notes by the staff. 

It may be added that the particulars furnished against 
items 7, 12, 15, 18 and 21 are not corrext and lienee no investi- 
gations could be made. Further, in the remaining cases, there 
has been no delay since the R/R.s were made available for 
delivery to the parties within the stipulated time. 

2. On further analysis, it is noticed that these incidents 
were few^ and far between, i.e. the number of cases of delay 
under item (a) was one in the month of March and the other 
in April. Similarly, the instances of late issue of R/R.s against 
item (b) were spread over a period of 3 months, y'u. 1 in March, 
3 in April and 2 in May 1957. 

3. In regard to causes of delay, it may be stated that the 
time lag in acceptance is purely attributable to inadequate 


* Not enclosed. 
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wagon supply leading to fresh acceptance being held up as 
unless the accepted goods are cleared, fresh goods cannot be 
taken on the scales. Secondly, as you are aware, about 4,000 
invoices are issued at Wadi Bunder daily and it is quite natural 
there will be a few cases of doubt regarding rating, which are 
held up for clarification. 

4. As regards misplacement of Forwarding Notes, the staff 
(oncerncd are being taken up with suitably and instructions 
issued to a\'oid a recurrence. 

Hie wagon supply position at Wadi Bunder has consider^ 
ably improved during tlie last lew weeks due to which delays 
in acceptance have been redui etl considerably ; consequently 
there are no delays now in the issue of R/R.s and even it these 
do occur, they do not exceed 48 hrs. Similarly, the allotments 
under the textile panel are being regulated by tiie I’extile Com- 
missioner in consultation with the (ioods Superintendent, W^idi 
Bunder, keeping in view the prospects ol clearance of the 
traffic. As a result thereof, the delays that used to occur in the 
issue of R/R.s particularly in rcspe( t of textile traffic have 
considerably reduced. 1 trust that there arc now no complaints 
from your constituents of the delays in the issue of R 'R s. 
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11. FINANCE, TARIFF AND TAXATION 


APPENDIX 9 

Budget Proposals of the Government of India for the year 

1957-58 

The Committee of the Indian Merchants’ Chamber have 
issued the following statement on the Budget of the Govern- 
ment of India for the year 1957-58: 

^ Committee of the Indian Merchants’ Chamber have 
given their careful consideration to the Budget proposals pre- 
sented to Parliament by the Finance Minister on the 15ih Mav 
1957. ’ 

1. I he Committee of the Chamber consider it lioth remark- 
able and significant that the Cihamber had, since its existence 
for the last fifty years, never been called upon to examine the 
serious implications of a bold and unprecedented Imdget, 
imposing at a stretch, a very heavy burden of new or additional 
mxation on the country amounting to Rs. 9‘f crores per annum. 
The magnitude of the overall burden will be understood when 
It is realised that the additional taxation, since the starting of 
the Second Plan pcrit)d, has been of the order of nearly Rs. 175 
crores. No one, anxious to see the creation of a real Welfare 
State m India, can ignore this vital fact while examining the 
budget presented to the Parliament by the Finance Minister on 
the 15th May 1957. 

2. T he Committee note that " the main theme and the 
dominant concern ” of the Finance Minister in the framing of 
his budget is to raise the finance necessary for the success of 
t le Second Plan. This fundamental driving power has also 
made him utilise the opportunity “ for imparting a new turn to 
our tax structure towards greater efficiency and equity ”. Time 
alone can show how far and to what extent the ideals of effici- 
ency and equity will be reached and attained. 

3. The Committee would, how'ever, like to reiterate that 

always expre.ssed its readiness to extend its 
■mllmg and whole-hearted co-operation to Government in its 
efforts for securing the finance required for the successful exe- 
cution of the Plan. They had, at the same time, urged that 
the measures adopted do not cause such strains and stresses on 
the economic and social life of the country as w'ould defeat the 
larger objective of all concerned, viz. to raise the standards of 
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living of the people and do not lead to the creation of such 
conditions as would make it impossible for savings to accu- 
mulate and thus discourage the growth of investments and 
capital formation. The Committee feel that the adverse effect 
of the proposals in the budget, as a whole, on the existing 
standards of life — not to say anything about raising the present 
standards — does not seem to have been fully appreciated by the 
Finance Minister; they are convinced that these proposals can- 
not generate new incentive for larger eamings and more 
savings " indicated as an imjx^rtant justiheation by the Finance 
Minister for their imposition. 

4. The interim Budget presented by the Finance Minister 
in March last showed an overall deficit of Rs. .^65 crores. In 
view of the declared intentions of the Finance Minister to cur- 
tail the extent of deficit financing to meet the budgetary gap, 
some increase in taxation was ex[>ected and was unavoidable. 
While referring to the prevailing economic situation in the 
country the Finance Minister has drawn pointed attention to 
two main aspects, viz. the growing inflationary pressure and the 
diflicult balance of payments position. In regard to inflation 
he has himself agreed that the decline in agricultural production 
was one of the main factors contributing to the same. Tlie 
disquieting food situation and the rise in prices of cereals in 
certain parts of the country underline the need for taking more 
energetic measures to augment agricultural production in the 
country. Sufficiency in agricultural production is essential to 
strengthen the base for the rapid and all round economic deve- 
lopment, and towards that end it is heartening to note that the 
authorities have realised the importance of improving agiicul- 
tural production, as otherwise any serious lag or shortage in 
food supplies will seriously jeopardize the implementation of 
the Plan according to schedule. 

5. Hie Committee do not propose to discuss the four 
criteria which, as stated by the Finance Minister, have guided 
him in framing his fiscal policy. It may be that the existing 
conditions in the country and the increasing requirements of 
the Plan have led him to adopt these criteria. WJiile laying 
down “ restraining of consumption over a fairly wide field " as 
one of the criteria it is necessary to remember that in an under- 
developed economy, there is an imperative need to raise the 
standard of living by increasing the consumption standards from 
the present sub-marginal level. This fact of a pent up demand 
for basic necessities of life sets serious limitations to restraining 
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of consuniption as being accepted as a basic objective of the 
fiscal policy of the countr)^ 


6. The Committee would, however, like to invite the 
earnest attention of Government to the nature and extent of 
the new policy which they have adopted, of financing capital 
expenditure out of revenues. When the Second Plan was pub- 
lished it was stated that they would have to raise Rs. 450 o’ores, 
by way of additional taxation (plus Rs. 350 crores at existing 
— 1955-1956 — rates of taxation) to reach the targets laid down 
in the Plan. The State Governments were expected to raise 
between them a total of Rs. 225 exores and an equal amount 
was to be raised by the Centre. Since the Plan has begun, the 
additional taxation of the Centre alone has been of the order 
of Rs. 175 crores. This would mean financing, by way of addi- 
tional taxation, to the tune of Rs. 875 crores during the period 
of the Plan from the Centre alone. Ihis does not cover tlie 
taxation to be levied by the States. It is difficult to say whether 
any new burdens, by way of fresh or additional taxation, will 
be imj>osed during the remaining period of the Plan or not. 
The Finance Minister, however, has made it clear that there will 
undoubtedly have to be some adjustment in the structure from 
year to year. The total cost of the Plan in the public sector 
has been raised from Rs. 4,800 to Rs. 5,()00 crores. I he Finance 
Minister has emphasized the need for reducing the amount of 
deficit financing. I'he original gap of Rs. 400 crores remains 
uncovered. Whatever be the magnitude of the Plan, its ulti- 
mate implementation will depend upon the capacity of tlic 
economy to generate the rate of savings and the capital forma- 
tion so necessary to build up that volume of investment. This 
is the broad and general approach of the Committee towards 
the consideration of the proposals embodied in the budget. Hiey 
would now like to offer their observations on some of the pro- 
posals. 


7. The increase in the rate of corporate taxation as well 
as the proposed new tax on wealth of companies will not be 
conducive to the objective of maintaining and preserving incen- 
tives for larger earnings and more savings. It is true that there 
is reduction in the burden of direct taxation of individuals and 
Hindu undivided families. However, the imposition of the tax 
on wealth, the rates whereof compare more or less with those 
suggested by Prof. Nicholas Kaldor, is not accompanied by a 
corresponding reduction in the rates of the existing measures 
of direct taxation. It is pertinent to mention here that Prof. 
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Kaldor himself has suggested a reduction in existing direct taxa- 
tion to 42%. If the incentives were to continue for the purpose 
of providing opportunities for better capital formation, the same 
could be achieved only through investment in joint stock enter- 
prise which, in its turn, would depend on the capacity of the 
individual. It is, therefore. nece.ssary that the Finance Minister 
should reconsider the matter and give further relief in respect 
of direct taxation on individuals and Hindu undivided families. 

8. While the relief in respect of earned income should be 
welcome, as the same is calculated to serve as an incentive to 
individual savings, at the same time, the burden of corporate 
taxation should be lowered, instead of being stepped up. From 
that point of view, if the jienal tax on bonus shares was to be 
increased, it was reasonable to expect that tax on excess divi- 
dend distribution should have been completely abolished. 
Faxation both on excess dividends and on bonus issues simul- 
taneously is difficult to justify in the context of the present 
over-riding need for providing incentives to corrjorate enter- 
prise. 

9. It is gratifying to note that the compulsory distribution 
by companies engaged in industries and coming within the pur- 
view ot Section 2a/\ is now lowercxl to 4.5%. The benelit 
resulting from the reduction in distribution percentage to 4.5% 
in the case of industrial concerns would stand nullified by the 
imposition of a Wealth Tax on companies. I'he Board of 
Referees, functioning under the Section, did not function in a 
manner in which it was expected to function. It is, therefore, 
proper that the proceedings before the Commissioner of Income- 
tax and the Board of Referees in respect of manufacturing 
companies are now abolished. 

10. As regards the proposed tax on wealth, it is doubtful 
whether such a levy can be justified particularly when we are 
all anxious to secure the rapid economic development of the 
country. It is pertinent to observe that no distinction has been 
made between productive wealth and unproductive wealth and 
such a distinction ought to have been made in all fairness. 
Moreover, the Committee are entirely opposed to this levy on 
corporate enterprise. In the case of new companies, while under 
Section 15C of the Indian Income-tax Act, exemption from tax 
is granted, and they would not have to pay any amount by 
way of income-tax initially for a number of years, they would, 
at the same time, be required to pay every year Wealth Tax,' 
irrespective of their net earning position. As it is, equity capi- 
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tal has been shy as a result of various tax imposts affecting cor- 
porate enterprise and wealth tax on companies, in addition to 
impeding the formation of new companies, will only act as a 
serious disincentive in the case of existing ones. Further, 
companies having no income or even incurring losses would 
also be liable to this tax. Taking into account the provision 
enabling a carry-over of losses for tlie purpose of seeing that 
capital depletion does not take place, as a result of fiscal 
measures, a tax of this type on companies is not called for and 
is most inappropriate. It should be pointed out that in Sweden, 
where a similar tax is obtaining, where the total assesscxl income 
is less than of tlie capital assets, capital tax is not levied 

on that part of the assets which is over 30 times the total 
assessed income from all sources. In view of the need for nurs- 
ing corfK>rate enterprise, the levy on wealth of companies is not 
justified and the Committee of the Chamber would, therefore, 
strongly urge deletion of the same. 

11. I here are, liowever, two considerations of vital 
importance which would convince an impartial thinker that the 
levy of wealth tax on the wealth of the corporate undertakings 
will lead to extremely serious (on sequences. The wealth of a 
corporation comes from the in\estnicnts made by the share- 
holders in the undertakings. In the first place, these share- 
holders will have to pay a wealth tax on that part of the W’ealth 
of corporate undertakings, wfiich they have invested in those 
corporations. In the second place, tlie corj>oration will pay 
again the wealth tax on the same asset. Fhe Government would 
be having the wg^lth tax paid to them twice on the same asset, 
a position which is not equitable and fair. Further, it should 
not be forgotten (hat if tlie country has to maintain the export 
drive and if the industries participating in the international 
sphere have to preserve their place and position in world 
market, their competitive capacity shoidd not be impaired. In 
addition, at a time when the country is anxious to attract invest- 
ment of foreign capital, the projxised (ax on wealth of com- 
panies will act as a serious deterrent to intending investors from 
abroad. The Committee are, no doubt, aware of the provision 
not to duplicate the Wealth Tax in respect of private companies 
and the Finance Minister desires to extend it to Section 23A 
Companies, but such an exemption, in the opinion of the Com- 
mittee, should extend to all companies. 

12. Coming to the proposal regarding expenditure tax, 
the Committee desire to point out that such a measure has no 
parallel in the tax system of any country. They are definitely 
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of the opinion that before any proposal for snch a revolutionary 
measure can even be considered, the conn try should be given 
the fullest possible opportunity to examine its implications and 
the difficulties involved in practical application. Prof. Kaldor, 
with whom the idea originated, has himself admitted that it 
would be administratively more difficult to handle an expendi- 
ture tax than the income-tax. Even in advanced countries like 
the IJ.S.A., the proposal for imposition of expenditure tax, 
although considered, was ultimately given up on account of the 
administrative difficulties involved. It would be interesting to 
note what Prof. Kaldor has to say in this regard. He has 
observed : 

It should be clear that it would l>e im[K).ssiblc to think 
of replacing the present system witli an expenditure tax 
system at one stroke, so to speak. Ehere is well over a 
hundred years accumulated experience in administering 
the income-tax. 1 here is no such experience concerning 
the expenditure tax . . . and it is not really possible to 
foretell with any confidence how difficult its administra- 
tion would prove in practice.” 

The increase in the rate of tax over Rs. 60,000 is 4% to 
8% and this rate for the higher income slabs giving the effective 
rate of //% to 84% already provides for a higlier le\y and this 
factot automatically takes cc:)gnisance of tlie extra spending 
factor. Sucli a levy, therefore, nearly approximates to an ex- 
penditure tax unless it is assumed that in rare cases persons 
with higher incomes spend less than those with lower incomes 
in these slabs. The proposal to levy tiie expenditure tax on 
assessees whose income is Rs. (>0,000 or more, leaving persons 
below that income to spend in any nianiuT and to any extern t 
they like, creates an anomalous position. 

Apart from any other consideratioii, a very pertinent issue 
has to be taken into account in resjx:ct of the expenditure tax. 
At present, the Department adds back a substantial amount if 
drawings of an assessee are not commensurate with his status 
in life. With the imposition of an expenditure tax, a sort of 
a facility would be granted to those persons who have moneys 
outside their books to be utilised with a plea that with the 
imposition of an Expenditure lax, the expenditure as such has 
been curtailed. A measure of this nature is, therefore, bound 
to put a premium on assessees, who do not have their affairs 
straight. This very factor should enable a reconsideration of 
the question whether a tax of this nature is at all advisable.' 
Even the J axation E.nquiry Commission has not examined, this 
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revolutionary suggestion. In view, therefore, of the absence of 
such a tax in any part of the world, there is greater reason that 
the country should be given the fullest possible opportunity of 
examining its merits as well as its serious consequences before 
the measure is sought to l)e brought for the consideration of 
Parliament. Ihe Conmuttee are, therefore, eorwmced that the 
path of wisdom and statesmanship lies in dropping it altogether. 

13. 1 he allround increase in indirect taxation seems to 
be based on tlic third criterion ^x)stulated by the Finance 
Minister, viz. restraining of consumption over a fairly wide field 
so as to keep in check domestic inflationary pressures and to 
release the resources for investment. It is, however, necessary 
to see wlietlier the imposition of extra burden in the shajxt of 
taxation does not rc^sult in pushing up tlie price structure and 
consequently the cost of living. In the considered opinion of 
the Committee of the Chamber, the cumulative incidence of a 
ruirnher of incTcases in indirect taxes will result in pushing up 
the cost of living and will have also its impact on the wage 
structure. It is also a cjuestion whether taxation measures by 
thcmiselvt^s are anti inflationary. There cannot be any gua- 
rantee that the revenue from such taxation will necessarily be 
utilised for developmental purpose's and will not be absorbed 
f)y non -developmental expenditure. 

14. d’he Finance Minister has also viewed the levy of 
excise duties partly as a measiire of giving a fillip to the export 
trade. While the (Committee of the Chamber appreciate the 
need for .stimulaiion of exports in all possible ways, it is a moot 
point whether the increase in excise duties can, by itself, 
significantly help to achieve that object. 

15. rile Committee of tlie ChambcT have from time to 
time stressed the need for kec'ping the iion-devclopmcntal 
exjKmdilure to the minimum level possible, so as to make in- 
creasing resources available for developmenlal purposes. In 
view of the continuously rising level of public expenditure, there 
has been a growing feeling that the revenues raised by increased 
or additional taxation are absorbed to a large extent in expendi- 
ture on administration and non-development al expenditure. It 
is gratifying to note that Government have already appointed a 
high powered Committee to go into this aspect thoroughly. It 
is to be hoped that as a result of the recommendations that may 
be made by this Committee, it will be possible for Government 
to take concrete action in the direction of cutting down the 
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level of civil expenditure to the minimum extent possible and 
avoiding wasteful expenditure. 

16. The Committee would like to point out that the 
overall burden of increased taxation on the community is such 
as IS beyond its capacity to bear. In this context, the Com- 
mittee svould reiterate their considered opinion that a taxation 
measure of this magnitude could be avoicied to a certain extent 
by a rational phasing of the Plan. Even though it may not be 
practicable to pha.se the Plan as a wliole, especially with regard 
to the mam developmental projects, there appears to be scope 
lor such phasing in respect of other schemes and projects, with- 
out seriously affecting the temjjo of our economic progre.ss. 
Even the Iinance Minister is con.siious of the necessity for such 
re-phasing. He has stated " even if the Plan did not encounter 
difficulties in certain sectons— which it does— a re-phasing 
of It might be necessary in certain parts ". .Such a course would 
go a long way in spreading, if not reducing, the financial burden 
on the community as a whole. Another factor which should 
be prominently taken into consideration in the formulation 
of the fiscal policy is the income potential of the community. 
While the Committee of the Chamber would extend their 
whole-hearted co-operaiioii to the Government in their efforts 
in the direaion of the realisation of the ohjecti\cs of the Plan 
they would, at tlie same time, resix-ctfully urge that the tax 
measures should be .so regulated as to maintain, nurse and sti- 
mulate savings, both corporate and individual, instead of the 
same being utilised on a progressive basis to divert useful 

SThe civ'" '"ur* u 'f the resources at the disposal 

the cili/en. With (he progiessive implementation of the Plan 

and the consecpient increase in the imene pitential of the 
rmntry, as a whole, the revenue resources available to the State 
arc also expected to be augmented, ifius enabling the State to 

cmTumlulVIfr"-"-’'^' i«M>Jomenting the Plan with- 

buLlens ^ ■‘'tiaiimig the capacity of the individual to meet tax 

17. The Committee would emphasize that the higher rates 
of excise on articles of daily consumption like sugar. tL coffle 
vegetable oils, tobacco and matchei will ineviSdy rear In 
hi'rhTcLronVv'^* substantially, leading thereby to an increa,se 

that thri ^ ""1 ^"^"^cquent demand for wage increases 

hat the levies on items like steel and cement will add materiaHv 

xpend?r nl;' ^ deveCent 

ih™. I ^ tf'ct cumulatively the 

ehanges m direct taxation of the individual and companiel will 
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have adverse eiHPects on the incentive to work and save. 1 he 
lowering of the tax-free slab from Rs. 4,200 to Rs. 3,000 will 
rope in a large number of the lower middle-class group who 
have been already subject to high cost of living consequent ujx>n 
the various indirect levies. Xhere is a legitimate ground for 
the apprehension that, if we do not hold the price line and the 
inflationary forces persist in pushing up the cost of living and 
consequently the cost structure of the industries, tlie same may 
as well result in nullifying the anticipated benefit from the rise 
in national income at the end of the Second Five-Year Plan. 

18. In conclusion, the Committee are of the view that 
initiation of changes in tax structure as would make tax yield 
progressively more responsive to increased incomes and facili- 
tate an orderly development of the economy with due regard 
to the social objective the country has adopted, would stand 
iinplementetl only in theory, because the net result of changes 
being effected may ultimately be that the country gets dimi- 
nishing returns and for the sole objective of not making the Plan 
flexible at all the very productive sources may get crippled. Some 
flexibility and adjustment in the Plan outlay may not matter 
particularly when foreign resources and supply of capital gocxls 
are not available to the country according to the estimates 
made. If this is done, a rational readjustment of the tax struc- 
ture to make it less burdensome may not be difficult. The 
Committee regret to say that they cannot share the view of the 
Finance Minister that to acknowledge " that our present Plan 
is too ambitious would be a declaration of defeat in advance 
To take the realistic view of our resources and to recognise the 
practical limitations in raising them to the extent we desire is 
the path of statesmanship and not a confession of failure. 

Sjjeech of Shri G. P , Kapadia, Vice-President , at the Special 
General Meeting of the Members of the Chamber held on 
14th June 1957 

Friends : 

I have great pleasure in extending to you all a cordial wel- 
come. As you are all aware, this .Special General Meeting has 
been called with the object of eliciting the views and reactions 
of the members on the budget proposals of the Government of 
India for the year 1957-58. It is hardly necessary for me to say 
that some of the bu%et proposals are of a novel and extra- 
ordinary nature and, if implemented, are likely to produce far- 
reaching results on the economy of the country as a whole. The 
Committee of the Chamber, after careful consideration of the 
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proposals, had issued a statement to the press. Closely follow- 
ing this, an informal meeting of the representatives of the 
affiliated Associations of the (ffiamber was convened on 25th 
May 1957 to ascertain their views and reactions. However, the 
Committee felt that in view of the impact of the new taxation 
proposals a Special General Meeting of the Chamber be called 
to elicit the views of the members so that the views expressed 
at the meeting may enable the Coiimiittee to formulate and 
forward their comments and suggestions to Government in the 
form of a comprehensive memorandum. 

2. Gentlemen, the Indian Merchants’ Chamber lias playcxl 
a notable part in the economic life of the country and has 
made its own humble contribution by representing the national- 
ist aspirations particularly in the economic sphere in the pre- 
Independence days. On the attainment of Independence, it has 
all along expressed itself in full sympathy with the national 
effort for a planned prof^amme of development. Let me take 
this opportunity of assuring the (Government that the commer- 
cial community is inspired by the self-same aspirations for 
bringing about rapid industrialisation of the country and raising 
the standard of living of the people and towards the realisation 
of tlie objective, it is fully prepared to make its own contribu- 
tion. I he contribution already made is worthy of its traditions. 
However, as a residt of their objective assessment of the 
economic situation and the plans and programmes formulated 
in the economic spliert*, it becc>mes their imperative duty to say 
in a frecT and fearless manner as to w'hat thc'y feel honc?stly 
about the fiscal measures. As spokesmen of oiganiscxl commcTce 
ancl industry, it is incumbent upon us to present our considered 
IK)int of view on the economic policy of tfie country and at the 
same time offer our co-operation in a constructive spirit. 

5. As candidly stated by the f inance Minister in his Buel- 
get speech our Plan has run into difficulties. I'he sties.ses and 
strains in tlie economy have already !)ecome visible in the very 
first year c>f tlie Second Plan. VVe are faced with an acute 
position in res|>ect of our foreign exchange resources. Ihc 
agricultural situation causes great concern. The prices have 
been showing an upward trend followed by a demand for wage 
increase. All these indicators point to the difficulties with 
which the country is confronted. It is against this background 
that the problem of the implementation of the Second Five-Year 
Plan and finding of adequate resources for the same has to be 
viewed. 
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4. Since the startirijs^ of the Second Plan, the magnitude 
of the overall burden of additional taxation has been of the 
order of Rs. 175 aores, including the new imposts of Rs. 93 
crores proposed in the budget which are subject to certain 
minor concessions already announced. The problem facing 
the countr)^ is whether it has the capacity to bear this abnormal 
burden witlioiit producing serious dislocation in the economy 
and defeating the very object in view. We have also to con- 
sider tlie more fundamental question whctlier in view of the 
numerous burdens imposed f)n the citizens, they will have 
adequate resources left for making the required contribution to 
the dcvelopinent of the economy. 

а. ^'on are aware of tlie context in which the budget pro- 
posals ha^’e been framed, viz. the problem of financing the rather 
bold and ambitious Second Five-Year Plan which is of the 
overall magnitude now of over Rs. 7,500 crores. Out of this 
the public sector alone will require, instead of Rs. 4,800 crores, 
an investment of the order of Rs. 5,400 crores consequent upon 
certain new additions and a rise in the cost of the Plan due to 
increase in prices, raking the overall resources position as 
pointed out by the finance Minister, a gap of Rs. 850 crores 
was already to be made up by taxation. It was originally 
expected that Rs. 1,200 crores 'would be covered by deficit 
financing*. It was siibsecjuently felt that Rs. 400 crores more 
would be reejuirexi if the Plan was to be implemented in full. 
It was, however, realised that the economy could not sustain 
deficit financing of the magnitude of Rs. 1,200 crores without 
involving the serious inflationary consequences and as such the 
target for the same has now bc*en reduced to Rs. 800 crores. 

б. Making due allowance for the possible increase in the 
revemues and the fulfilment by the States of their contributions, 
the resources position may still present difficulties. There 
would be a substantial ga}> of more than Rs. 500 crores and if 
our Defence expenditure is to increase on the scale on which 
it has to grow for national reasons, yet further resources may 
have to be found. 

7. Since the early stages of the consideration of the Plan 
frame, which became the basis for the formulation of the 
Five-Year Plan, the Committee of the Chamber has pointed out 
that the real resources available to the country' were not 
adequate for launching upon a plan of this magnitude. When 
representations were made to the Taxation Enquiry Commis- 
sion, pointed attention was drawn by commercial Chambers 
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and indujytrial interests to the effect that the country would not 
be able to bear the burden of taxation as also of deficit financing 
on a large scale. A realistic approach in the matter was pleaded 
for and this has been the basis of approach so far as the 
Chamber is concerned. 

8. There is a tendency to attempt a comparison with 
certain industrially advanced countries in regard to the question 
of the rate of sa\'ings and capital formation. The problems 
of a country which launches upon a policy of rapid industriali- 
sation from an underdeveloped economy are quite different 
from the problems of countries which have already so advanced. 
The industrial advancement in such countries has been the 
result of a long process of evolution and such process has been 
prefaced by fiscal measures which gave fullest scope for incentives 
to save and to plough back profits into the industry' itself and 
to provide for projx^r rehabilitation. T aking into consideration 
our Plan targets, the original figure for the public sector was 
Rs. 4,800 cToies which, as I have stated already, has been stepped 
up to Rs. 5,400 crores. The figure of Rs. 4,800 cTores was 
determined obviously on die basis of the capacity of tfie country 
to bear the burden and if as a result of increase in prices the 
cost of the Plan increases, the obvious remedy would lie in 
confining the layout to more essential projects. After all, the 
strain and stress on the tax-paying public of the country should 
not l)c of such a magnitude as would create a feeling of want 
of confidence and a feeling of uttcT disappointment. 

9. Agtiin in making the layout for the Plan no considera- 
tion has b(:cn shown for the income jxitential as a result of the 
huge investment and in case such yicrld is taken at the low rate 
of 5 per cent, it would give an annual yield of Rs. 240 crores. 
This factor itself shoulcl enable a proper readjustment of the 
budget estimates and after taking due cognizance of such income 
potential the need for resort to further and heavier taxation 
may not exist. If, on tlie other hand, the Plan is not expected 
to produce the required result in the shape of tlie income 
fKitential, tc> that extent the resources raised would ipso facto 
have gone into expenditure of a non -developmental character 
to a corresponding extent. Jn the speech made by the Finance 
Minister in the Rajya Sahha on the 2.Hrd of May 1957 in reply 
tc) the general discussion on Budget he has stated that what he 
did mention when he said in his speech about the phasing of 
the Plan was not cutting down the Plan. As a result of the 
difficulty in obtaining capital goods and the shortfall in the 
foreign exchange resources the fulfilment of certain projects is 
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bound to be delayed and by mere process of circumstantial 
working a readjustment would take place in course of time. 
It should not be as if whatever the position with regard to the 
obtaining of capital goods or the foreign exchange resources the 
I Ian fulfilment has to be made somehow or the other not only 
to the extent of the previous layout of Rs. 4,800 crores but to 
the extent of the higher figure of Rs. 5,400 aores. 

10. As regards the problem of foreign exchange, difficulties 
have presented but even in respect of this matter may I with 
great humility point out that no country with any ty{>e of 
economic structure or layout can think in terms of producing 
or creating all the foreign exchange that is needed for the 
industrialisation of the country which will give fruits for de- 
cades to come in a compass of five years? Resort must have 
to be made on a well regulated borrowing programme and on 
credit terms as also the participation of ihe indusirially advanc- 
ed countries in the setting up of industries in the country. 
Such a process involves a rational readjustment of the budget 
layout and the prexess of finding out all tlie resources for the 
capital layout of the countn from the revenue resources can- 
not be a process which can be justified. 

11. In the light of the observations which I have already 
made and on the economic position being reviewed and a proper 
readjustment and layout being made of the Plan fulfilment and 
the budgeting of the relevant items, the need for resort to heavy 
taxation may not exist. I would therefore make an earnest 
appeal for a realistic approach and a reasoned consideration of 
the analysis so made. 

12. In this context the question of securing maximum 
possible economy and avoidance of waste in public expenditure 
assumes great importance. 1 here is the need for keeping non- 
developmcntal expenditure to the minimum level possible so 
as to make increasing resources available for development pur- 
poses. There is a growing feeling that revenues raised by 
increased or additional taxation are absorbed to a considerable 
extent in exj^nditure on administration and expenditure of a 
non -development character. It is gratifying to note that our 
Prime Minister has taken serious note of this aspect and has 
asked for effecting necessary economy in Governmental expendi- 
ture wherever possible. It is also heartening to note that the 
Finance Minister has actually introduced a scheme to achieve 
the objective in view. It is legitimate to hope that as a result 
of these measures Government will prevent wasteful public ex- 
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pcnditure both in the administrative working and the expand- 
ing Public Sector. 

13. Friends, repeated assurances have been given that the 
private sector has been assigned an honourable place and is 
expected to play an important role in the process of the speedy 
industrialisation of the country, but with heavier and more 
burdensome taxes, high and inllexible labour costs, restrictions 
on managerial disaetion, excessive restraints and regulations on 
business, increasing displacement of normal trade channels by 
the operations of the State Trading Corporations, the position 
of the citizens who are determined to play their role in the 
industrialisation of the country has become really very difficult. 
It may be that with the heavier and additional taxation corpo- 
rate enterprise in the country may find it difficult even to func- 
tion properly, let alone the question of incentives to save and 
invest being provided. The new taxes particularly the Wealth 
lax on companies and tlie incTeased l)urden of corporate 
taxation are bound to act as definite disincentives. Tlu^se new 
impositions have given a rude shock to tlic^ capital market and 
have shattered the confidence of the investors. The value of 
equity holdings has tallen by about 30 j)er cetit during tlie last 
few months and the accumulatcxl savings of years and years to- 
gether have got this impact of corporate taxation and as a result 
thereof the equity holders liave becai sufijected to an enormous 
loss. At a time when tliere is the fullest need for nursing cor- 
porate enterprise and for encouraging it, measures of this nature 
have created a very difficult position, serious repercussions of 
which are bound to be reflected in course of time and the very 
springs of capital formation, maintenance and rehabilitation are 
in the process of getting dried up. 

14. The Finance Minister in his budget speech made on 
the 15th May 1957, while presenting the Budget for 1957-58, 
said that his proposals in respect of company taxation were 
designed not merely to increase revenues but also on balance to 
encourage the ploughing back of profits through a check of 
dividend distribution. These measures, he further stated, were 
not intended to curtail genuine investment in the private sector 
though it would not be unreasonable to assume that a slight 
slowing down for a short period will not in the present circum- 
stances be undesirable. If circumstances compel this observa- 
tion, should not the commercial and industrial community with 
all humility say that circumstances also in the same manner 
demand a rational re-phasing of the Plan so that extraordinary 
burdens on the citizens’ sector are avoided? The Finance 
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Minister also stated that he wished to retain the bias in the 
tax structure in favour of corporate investment and in that con- 
text he has left untouched the existing liberal depreciation 
allowances and the system of development rebates. If the bias 
in favour of corporate investment is to be retained, it is impera- 
tive that the burden on corporate enterprise should be left at the 
minimum. 

I. 5. A wealth tax on companies is a tax on productive 
capital and the imposition of such a tax will not only divert 
productive resources from the citizens’ sector to the Stale sector, 
but it will also act as a damper on corporate investment as well 
because an unnecessary and extraordinary burden will have 
been placed on such enterprise when it needs all encouragement 
for a proi>cr ploughing back of profits, the relention of such 
profits and the utilisation thereof for the industrial expan- 
sion of India. A Wealth Fax on companies is sought to be 
justified on the ground that such a tax obtains in certain 
European countries. It should not be forgotten that India is 
a sub-continent on the threshold of industrialisation while the 
(.ountrie.s specified have different problems to face and their 
economies art* of a diflerent nature. Ihesc countries have 
passed through the phase of industrial revoltilion already. In 
this connection the basic rates have unfortunately not been 
correctly slated. For example, for Switzerland the rate is stated 
to be J per cent for domestic companies but the rate of such 
(.apital tax on till c'apital owned is .0.5 to .35 pcT cent in case 
of individuals, trust funds or associations’ entire estate or assets, 
and in respect of corporations there is a flat property tax of 
.075 per cent on the amount of capital and reserves as a Federal 
levy, there being an additional Cantonal Tax on capital and 
reserves which varies from .05 per cent to .2 per cent. In respect 
of Finland, there is no tax on invested capital but there is a 
Real Estate Tax which caries from 0.1 per cent to 2 per cent 
for an individual on type and location of property and 1 per 
cent for corporations. For Norway, there is a siate Capital 
Tax on the net worth which is defined as assets of the Company 
at their book values, and the rate varies from 0.2 per cent for 
domestic companies to 0.7 per cent for companies domiciled 
abroad but no tax is levied if the net worth is less than 5,000 
Norwegian kroner (about Rs. 3,500). In Sweden, too, such tax 
is payable on the net amount of all capital owned except furni- 
ture and articles of domestic equipment used in the home. This 
provision appears to have been confused at one relating to do- 
mestic companies. The rates graduate from 0.5 per cent to 1.8 
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per cent, the highest rate obtaining for a net worth of about 
Rs. 9,50,000 but there is a stipulation to the effect that in case 
the total assessed income from all sources is less than per cent 
of capital assets, then the capital assets tax is not levied on that 
part of the assets which is over 30 times the total asssessed in- 
come from all sources. 

16.^ Fi ieiids, this novel levy is being’ attempted on the 
Professor Kaldor; but Professor Kaldor’s suggestion 
for reducing the rates of personal taxation to 45 per cent does 
not stand implemented. It may be that in course of time an 
attempt may be made to reduce the personal rates of taxation 
to yet lower levels but in the present context of things and 
with the rates remaining as high as 77 per cent for earned 
income and 84 jier cent for unearned income at the highest 
slabs the justification for the imyKisition of a Wealth Tax on 
productive capital cannot be made out. If at all, there may 
be some justification for imposing a Wealth Tax on unproduc- 
tive capital and a tax gathering in respect of .such unproductive 
capital would remain a problematic: figure. Again, with regard 
to the equity holdings, the same form a very important part 
of the economic fabric of the countrv’ and as such they would 
have to be treated as productive capital. And as I have already 
stated, a ta.x on productive capital is nothing but a diversion 
of the resources, i.e. productive re.sources from the citizens to 
the State and it is a question whether such a diversion will 
bring better results. It may be that such a diversion may have 
quite a contrary effect of (depleting the citizens’ resources and 
not bringing about the same measure of gain in the State sector. 

17. Another important effect is the one relating to duplica- 
tion of tax by having a levy through the company and again 
on individuals and families. In this process, the equity holder 
who is himself not liable also pays and the holder who is subject 
to the Wealth lax pays twice. This anomalous position 
rtiquires a definite consideration and adjustment. It is very 
disappointing to note that even in respect of substantive provi- 
sions of the Wealth Tax Bill the discretion is proposed to be 
left with the assessing authorities to accept the Balance Sheet 
values. The provision in this behalf must be specific and the 
valuation need not go beyond the book values. I am making 
these observations with a view to point out the duplication, 
but I would again say that the Wealth Tax on companies has 
no justification whatsoever, being a tax on productive enterprise. 
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I- J excess distribution of 

dividends have been reduced, but the rate stands at 30 per cent 
tor companies making a distribution of over 18 per cent of the 

fhi *'^'*“*‘ of ®ooh companies 

the total burden would be as high as 81.5 per cent. If the bias 

is to be in favour of corporate investment, there is no justifica- 
tion tor retaining the bonus issue tax. The ploughing back 
ought to be there and for such ploughing back if excess dis- 
tiibution has to be penalised, there is all the more reason for 
he total abolition of the tax on bonus issues. If and when the 
bias turns m favour of individual saving, the taxing of bonus 
issues may be (onsidered on merit but in the present context 

a . ^ i''^''f'‘:«tii)n and when the bias 

shapes for individual savings, the tax for excess dividends can 
have no justification. I fie simultaneous lew of a tax on excess 
distribution and on the bonus issue is a contradiction in terms 
and such a lew cannot be reasoned out in any mannei. 

IT Hie inirodiHtion of a totallv novel measure like the 
•.xpenditure lax has no parallel in the tax svsteni of any coun- 
lr\. Before such a revolutionary measure could even be thomdii 
of, the counirv should have I, eon given in all fairness the fnlk-st 
possible opportunitv to examine its implications and the diffi- 
tulties involved in practical application. Even the author of 
iis measure has himselt admitted that it is more difficult to 
handle an E.xiHmditurc Tax. Even advanced countries like the 
L.8.A. have given up the imposition of such a lew owiii" to 
insurmountable admniistralivc difficulties involved Suctr an 
impost opens out a wide door for tax evaders to make use of 
their ill-golten gams and siith tax is bound to put a premium 
on dishonesty. .Again, the method of irnpvsition is of a dis- 
criminatory nature inasmuch as onlv those persons who have 
income exceeding Rs. 60,000 are l.kelv to come in within its 
purview On a practical consideration even the measure can- 
not produce effective resnlis. T he number of assessees accord- 

Hrn-r^ r (individuals and Hindu undividec^ 

laimbes) arid excluding the number of cases which would not 

m ‘"‘’I '‘‘venne, i.e. income ranges front Rs. 60,000 

Rs *^10 0 ntff^^ o‘’r i !‘* allow'ance of Rs. 24.000 plus 

a r ^ number gets reduced to bare, 1.200 

and for such a number the collection may not be substantial. 

20. Apart from this aspect, a measure like this takes little 
cognisance of the social conditions in India where for generations 
ogethcr. the idea of a moral obligation towards relatives for 
12 
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supporting them if they are poor, ill, or without sufruieiit means 
has existed. By sheer process of legislation this healthy social 
fabric would stand shattered and a compulsory collection would 
stand imposed by legislation on such persons. The provisions 
have been drafted in a very unsatisfactory manner and are bound 
to create practical difficulties in the interpretation of what is 
expenditure and what is not, and in fact an item like Jewellery 
which is expected to be treated as wealth for the purposes of 
Wealth Tax is at the same time attempted to be treated as an 
item of expenditure for the purposes of the Ex|)endiuire l ax. 
As il is, with an imposition of proliibilive duties on luxury 
articles, the collection in a toncealed form froiii the higher 
income groups already obtains aiul it is but necessatv that in 
view of the social sirmture a revolutionary measure of iliis 
nature should not be attempted particularly in the Planning 
period. It is to be hoped that Govern men L will see its way to 
drop the measure altogether. I would specially like to mention 
that the attempt on the part of the Finance Minister to lower 
the taxable minimum and thereby roping in of a verv large 
number of assessees including small traders and businessmen, 
w'ould place a greater burden on a section of the people whose 
income cannot be said to liave risen to any appreciable extent. 
Besides, this is likely to constitute a great source of harassment, 
especially to small traders who will f)e called uj>on to comply 
w'ith the various provisions of the Income-tax law. In the 
process of broadening the base of the tax sirncture, there has 
been an all-round increase in indirect taxation. VV'e are indeed 
thankful for the concessions subsecjuently announced in respect 
of some of the items of daily necessities. However, at a time 
when the cost of living has already gone up by 14 per cent and 
the real income of tlie people has perceptibly sulfered to that 
extent, care wall have to be taken to see that tlie cost of living 
does not impinge heavily on the people. 

21. Friends, having referred to the harsh aspects of the 
Budget, let me also make a reference to some of the relieving 
features of the Budget. These arc— 

(a) A reduction in the personal rates of taxation; 

(b) A relief for earned income both for the purposes of 
income-tax and super-tax which obtains at all ranges of 
income upto Rs. .4.5,000 and at ranges exceeding an 
income of Rs. 1,00,000; 

(c) A welcome change in the pro\ isions of Sec. 23A wdiereby 
industrial concerns need not distribute beyond 45 per 
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cent— a measure which may a long way in nursing 
corporate enterprise. 

{d) Reduction in the rates of super tax for inter-corporate 
dividends which were 20 per cent for foreign companies 
and 17 per cent for Indian companies to a uniform rate 
of 10 per cent—a measure which would be a definite 
incentive to investment of foreign capital in India. 

In this connection. I would like to make a specific mention of 
the income earners from dividends ranging between Rs. .^5,000 
and Rs. 1,00,000 who pay at a higher rate than those paying in 
respctt ol other ranges. Dividend income is the produce of 
ec|uit\ caj>ital whith is (he backbone ol corporate enterprise 
and the equity holders require a more sympathetic consideration 
or even a special ( onsideration during the planning period when 
equity capital is so badlv needed. It would, therefore, be a 
gocKl measure^ indeed il the dividend income which lias so far 
been treated as umarned income is treated as earned income. 

22. Iriends, 1 thank you very much for the very patient 
hearing you have given me. We are all bewildered bv the total 
impact of the new proposals and I would now invite members 
to express their views in a frank and free manner. The Chamber 
has historic al ti adit ions and it has alwavs sttKKi lor a construc- 
tive outlook and approadi. Let us. therefore, deliberate in a 
concerted niannei so as to enable v'our Committee to present 
a strong case on lichall of the commercial and industrial com- 
munity to the (d)vernment in the shape of a comprehensive 
memorandum. Our country at the present moment is passing 
through a period of crisis and we as an inlegral part thereof 
iiave also to pass through an acid icst and let us hope and 
pray that we shall have the strength to lace the present position, 
l o my mind, it should not be difficult to have the difficulty 
resolved, and I rely on a significant observation of the Finance 
Minister in his Budget speech. lie stated that in effect he has 
outlined tlie tax structure for the Plan period and that there • 

would undoubtedly have to be some adjustments in this structure 
from year to year, but lie exiiected that these adjustments would 
be relatively small and of marginal character. In the light of 
these observations we should not only expect that there would 
be no further taxation, but we can see*k a categorical assurance 
to that effect and at the same time make an attempt to have 
substantial modifications made in the present proposals by seek- 
ing the total dropping of the Expenditure Tax bill, the dropping 
of the Wealth Tax on companies or at least a very substantiai 
modification resulting in a much lesser levy on the basis of 
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book values only avoiding duplication of such levy, the elimi- 
nation of the tax on bonus issues, and the treatment of dividends 
as earned income. I do hope that the Finance Minister will 
take full cognizance of the feelings of the commercial and indus- 
trial community and resolve the matter in a spirit of under- 
standing. Only by doing this the State and the citizens can 
work with full confidence and a full measure of hope and march 
hand in hand to realise to the fullest extent the aspirations of 
independent India. 

Letter No, 1500 dated IJth July 1057 from Chamber to the 
Ministry of Finance, Government of India. 

Re: The Finance (No. 2) Bill, 1957, The Wealth Tax Bill, 1957, 
and The Expenditure Tax Bill, 1957 

The Committee of the Indian Merchants’ Chamber have 
given their careful and detailed consideration to the above Bills 
introduced in the Lok Sabha on the 15th May 1957 for giving 
effect to the financial projx>sals contained in the Budget of the 
Government of India for the year 1957-58, and I am desired to 
forward to Government hereby the views and observations of 
the Committee on the Taxation Proposals as also on certain 
provisions of tlie Bills. 

In a statement issued to the press shortly after the announce- 
ment of the Budget Proposals, the Committee of the Chamber 
have given expression to their feelings in regard to the serious 
and far-reaching implications of the bold and unprecedented 
Budget, imposing at a stretch a very heavy burden of new or 
additional taxation on the country amounting to Rs. 93 crores 
during the year, excluding a further burden of nearly Rs. 14 
crores, by way of tax on passenger fares. While reiterating their 
willingness to extend their wholehearted co-operation to Gov- 
ernment in their efforts for the successful execution of the Second 
Five-Year Plan, they had mentioned that, whatever be the magni- 
tude of the Plan, its ultimate implementation would depend 
upon the capacity of the economy to generate the rate of savings 
and the capital formation so essential to build up the volume 
of investment envisaged under the Plan. My Committee had 
pointed out therein that additional taxation, which was imposed 
within a period of fifteen months since the beginning of the 
Second Plan had reached the colossal sum of Rs. 188 crores 
which will constitute the additional annual burden of taxation 
for the coming years. They had also urged that the overall 
burden of increased taxation on the community was such as was 
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beyond iu capacity to bear and had also emphasized that the 
adverse effects of the proposals in the budget as a whole, on the 
existing standards of living, not to say anything about the rise 
in the existing standards, do not seem to have been fully assessed 
by the Finance Minister. While extending their full co-opera- 
tion to Government in their efforts to see the Plan through 
subject to the possibility of raising the necessary resources in 
the direction of the realisation of the objectives of the Plan, 
they had at the same time respectfully urged that the taxation 
measures should be so regulated as to maintain, nurse and 
stimulate savings, both corporate and individual, instead of the 
same being used on a progressive scale to divert useful resources 
to the public sector only, crippling in the process the resources 
at the disposal of the private sector. 

1 he Budget Projxisals have been framed in the context of 
the problem of hnancing the rather bold and ambitious Second 
I’lan, which is of tlie overall magnitude now of Rs. 7,700 crores. 
Out of this, the public sector alone will require, instead of 
R^ 4,800 crores as originally estimated, an investment of the 
order of Rs. 5,400 cTores, consequent upon certain new addi- 
tions and a ri.se in the cost of the Plan due to inaease in prices. 
In the overall resources indicated in the Plan. Rs. 350 crores 
were to be obtained from current surplu.ses and Rs. 450 crores 
were to be raised bv new and additional taxation — Rs. 225 
crores by the Clentre and an equal amount bv the States. 
Rs. 1,200 crores were to be secured by Borrowing and an equal 
amount was to be found by deficit financing. Rs. 800 cTores 
were to be obtained from foreign-aid and Rs. 400 crores from 
other budgetary sources. Tliere would still remain a gap of 
Rs. 400 crores, which in the words of the Planning Commission, 
was to be covered by additional measures to rai.se domestic 
resources”. It is to be noted that the cost of the Plan has 
now gone up by Rs. 600 crores. This sum will have to be found. 
Further, the Finance Minister has told us that as the economy 
of the country could not sustain deficit financing of the order 
of Rs. 1,200 crores, without involving serious inflationary conse- 
quences, that sum should be reduced by Rs. 400 crores. In order 
to carry out the Plan in full, resources will have to be raised to 
cover this gap of Rs. 400 crores. As regards the Borrowing, 
by way of Loan and Small Savings, there has already been a 
gap of Rs. 158 crores during the first two years of the Plan. 
Even if the Finance Minister were to raise during the next three 
years the sum of Rs. 240 crores every year, by way of Borrowing, 
he will not be able to fill this gap. Resources will have to be 
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found to fill this gap. In addition to this, there is the original 
gap of Rs. 400 crores. Taking all these gaps together, it is clear 
that resources will have to be raised to the extent of Rs. 1,558 
(Tores. 

As against this, the additional taxation imposed dtiring the 
last fifteen months will yield during the Plan period, according 
to the calculations of the Pinaiue Minister, a sum of Rs. 800 
cror<^, out oi whicli Rs. 450 crores was already taken account of, 
thus leaving a balance of Rs. 550 crores. He further expects 
a sum of Rs. 150 crores, whicli would be raised by the Stales 
as additional taxation aliJiough most of tlie Slates have planned 
for deficit budgets to the tune of about Rs. 70 (Tores. So far 
as the foreign aid is concerned, lie has told ilie country that he 
was hopeful to get about Rs. 1.000 crores. On the supposition 
that all these expectaiions of tlu: Finame Minister would be 
realized, lie would get under these Heads extra resources to 
the tune of Rs. 700 cTores during the Plan period as against 
the gap of Rs. 1,558 crores, which is to lie filled up. It will, 
therefore, be obvious that in order to carry out the Plan, as it is, 
the Finance Minister wall have to find extra resources to the 
tune of Rs. 858 crores during the eoriiing three years (see 
Appendix). While concertexl eflorts are being made to realise 
the target in respect of foreign-aid, it may not lie jxissible to 
gel more than Rs. 720 crores bv way of internal borrowing 
during the next three years. The aucial (piestion wdiidi we 
have, therefore, to solve is to find resources to cover the expected 
gap of Rs. 858 crores. It is possible tliat our Defence expendi- 
ture which has witnessed a rise of nearly Rs. 50 crores this year, 
might go up during the next three vears. We are not taking 
into consideration any further re.sources that might be needed 
to meet the expenditure under that vital Head. It is true that 
the Finance Minister told us during the course of his Budget 
Speech that he had “ outlined the tax structure for the pian 
period ”. He added that “ there will, undoubtedly, have to be 
some adjustments in this structure from year to year, but I 
expect that these adjustments will be relatively small for the 
rest of the Plan period My Committee, however, consider it 
their duty to give expression to their very serious concern that 
while the burdens impo.sed by new' taxation during the last 
fifteen months are beyond the capacity of the country 
to bear, they cannot contemplate the future with equani- 
mity if all these Rs. 858 crores or even a very substantial part 
of it would have to cenne out of additional taxation during the 
next three years. 
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As candidly stated by the Finance Minister in his Budget 
Speedi, the Second Five-Year Plan has run into difficulties. The 
stresses and strains in the economy have already become visible 
in the very first year ol the Second Five-Year Plan. The country 
is laced with an acute position in respect of its foreign exchange 
resouices. 1 iie agTicultural situation also causes great concern, 
i he prices have been showing an upward trend, followed by a 
demand for wage increase. All these indicators point to the 
difficulties with which the country is confronted. It is against 
this background that tlie problem of the implementation of the 
Second Plan and that of finding adec|uate resources for the 
same has to be viewed. Since the starling of tfie Second Plan, 
the magnitude oi the overall burden ol additional taxation has 
been of the older of Rs. 18 crorcs. including the new imposts 
of Rs. crores |Hc>posecl in the Budget, which are subject to 
certain minor concessions alread\ announced. The problem 
facing the country is wlietlier it has ilie capacity to bear this 
abnormal burden without producing serious dislocation in the 
economy and defeating the verv objectives in view. It is also 
necessary to consider the more fundamental cjuestiori whether, 
in view of the? numerous burdens imposed on the private sector, 
they will have adeejuate resources left for making the required 
contribution to ilie development ol the national cconomy\ 

Since the early stages of the consideration of tlic Plan frame, 
which became tJie basis for the formulation of the Five-Year 
Plan, the Clonmiiuce of the Chamber had pointed out that the 
real resources available to the country were not adequate for 
launching upon a plan ol this magnitude. When representa- 
tions were made to the l axation Fau|uiry C'omrnission, pointed 
attention was drawn by tlie Camimittee to the effect that the 
country would not be able to bear the burden of taxation as 
also of deficit financing on a large scale, and a realistic approach 
in the matter was stressed. 

In regard tc:) the question of the rate of savings and capital 
fcjrmation, my Committee wish to point out, the tendency has 
been to attempt a comparison with certain industrially advanced 
countries. I’he problems of a country, which launched upon 
a policy of rapid industrialisation and all-round economic deve- 
lopment from an under developed stage are entirely different 
troni the problems of countries, which have already so advanced. 
Industrial growth in those countries has been the result of a 

process of evolution and such process has been immensely 
assisted by fiscal measures, which gave sufficient scope for incen- 
tives to provide for proper rehabilitation. Taking into account 
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our Plan targets, the original figure was Rs. 4,800 crores in the 
public sector and the same has been stepped up to Rs. 5,400 
crores. The original figure of Rs. 4,800 crores w^as obviously 
detemiined on the basis that the country had the capacity to 
bear thai^burden. It should be remcinbered that additional 
taxation amounted to a little over 9 per (cnt of the originally 
estimated cost of the Plan. If as a result of appreciation in 
prices, etc., the cost of the Plan has now gone up to Rs. 5,400 
crores, the logiciil remedy lies in confining the layout to more 
essential projects. After all, the strain and stress on the tax- 
paying public should not be of such a magnitude as w^ould 
impair confidence and would create a feeling of utter disappoint- 
ment. Further, in fixing the layout for the Plan, no considera- 
tion has been .shown for the incoiiie potential as a result of 
the huge investment programme: in case such yield is taken at 
the low’ rate of 5 |x:r cent same would give an annual yield 
of Rs. 240 crores. This factor should warrant a proper re- 
adjustment of the Budget estimates and, after taking due 
cognisance of such income potential, the need for resort to 
further and heavier taxation may not exist. If. on the other 
hand, the Plan is not expected to produce the required result 
in the shape of income potential, to that extent the resources 
raised would ipso facto go into expenditure of a non- 
d e vel op m en t a 1 ch a r ac t or. 

My (Commit tee would empliaticalh point out that initiation 
of changes in tax structure as would make lax vield progressively 
more responsive to the increased incomes and facilitate an 
orderly development of tlie economv, would stand implemented 
in theory alone, inasmuch as the net result of changes being 
effected may ultimately be that the country gets diminishing 
returns and for the sole objective of not making the Plan flexible 
at all the very productive sources may get crippled. 

Difficulties have of course arisen as regards the foreign ex- 
change position of the country’, but even in respect of this matter 
my Committee would, with great humility, mention that no 
country w ith any programme of planned development can think 
in terms of producing or creating all the foreign exchange that 
is needed for the industriali.sation of tlie country which will 
give fruits for decades to come, in the course of barely 5 years. 
Resort should have to be made to a well-regulated borrowing 
programme and credit terms as also the participation of the 
industrially advanced countries for the setting up of industries 
in our country. Such a method would mean a rational re- 
^4jdstment of the Budget layout. The process of finding out 
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TJVtT resources for capital outlay from 

the revenue resources cannot at all be justified. Even on the 

b^the additional taxation, 
by the Centre, and Rs. 150 crores by wav of new taxation by 

the States, the capital expenditure of Rs. 1,800 crores of the 
original estmiate will be financed from revenues to the extent 

caVrs of f ** "" cqniiMe 

canons ot taxation. ^ 


In this context the (luestion of securing inaxiiimin possible 
economy and avoidance of waste in public expenditure Ssumes 
speciallv great iinportance. Fherc is an imperative need which 
las been stressed from diflereni cpiartcrs recently, for keepin<>- 
non-devclopmcntal expenditure to the minimum level possibk 
so as lo make increasing resources available for developmental’ 
activities, rherc is a growing feeling in the public mind that 
icveniies rai^d by fresh or addiiional taxation are absorbed to 
a considerable extent m expenditure on admiiiistration and of 
a nomc^velopmental nature. A view is strongly held by many 
that there IS a great scope in promoting economy and prevent- 
mg avoidable waste in executing the schemes and the projects 
ot the ilan. It is, therefore, gratifying to note that our Prime 
Minister has taken serious note of this aspect and lias issued 
mstiuctions for effecting necessarv economv in Governmental 
expenditure, wherever possible. It is also heartening to note 
hat the Iinancc Minister has adiially introduced a scheme to 
ac leve the objective in view. It is legitimate to hope that, as 
a result of these steps. Cimenimciu will prevent wasteful public 
expenditure both in the administrative working and in the 
execution of the schemes of the ever-expanding public sector 
Constant vigilance, critical analysis and continuous economy in 
connection with the cost of running the administration of the 
country and that of working the Plan arc the inevitable needs 
and responsibilities of the hour. 


In the light of the foregoing observations, on the economic 
position being reviewetl from time to time and a proper re- 
adjustment and layout being made of the Plan fulfilment and 
me budgeting of the relevant items, the Committee of the 
Chamber strongly feel that the need for resorting to heavy addi- 
tional or fresh taxation may not exist and, they, therefore, make 
an earliest appeal for a realistic approadi and a reasoned con- 
sideration of the analysis so made. 

Repeated assurances have been given that the private sector 
has been assigned an honourable place and is expected to play 
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an important role in the prcKess of the speedy industrialisation 
of the country. However, with the ever-increasing burdens and 
the seriously growing drain on the company’s resources, as a 
result of the capital gains tax and the inecjuitous wealth tax, 
which curbs and cripples all initiatives, high and inflexible 
labour costs, restrictions on managerial discretion, excessive 
restraints and regulations on l)usiness, increasing displacement of 
normal trade channels by the operations of the State Trading 
Corporation and subsidised companies, the position of the 
citizens, who are determined to play their part in tlie industrial 
development of the counirv. has become really very difficult. 
With the heavier and additional taxation, corporate enterprise 
in the country woidd hud it extremely difficult to function pro- 
perly, let alone the Cjuestion of incentives to save and invest 
being provided. l lie new taxes and the enhanced burden of 
corporate taxation are hound to act as dehnitc disincentives. 
My (annniittee arc constrained to obser\e that if the present 
uiifaxourable climate for capital fcjrmation in the country ccm- 
tinues, it may have serious repercussions on the successful imple- 
mentation of the Plan itself. 

I’he Committee of mv Chamber aic‘ aware of and appre- 
ciate some of the relies ing features in the taxation proposals 
announced by the Finance Minister. While the reduction in 
the personal rates of taxation and the relief given for cxirned 
incomes, both for purposes of income-tax and super-tax obtain- 
ing at all ranges of income upto Rs. :Fa.()00 and at ranges exceed- 
ing an income of Rs. 1 lakh are indeed of a welcome nature, 
the lowering of the tax-free slab from Rs. 4,200 to Rs. 3,000, 
which would rope in a large number of the lower middle-class 
group of income earners, who have already been subjected to 
high costs of living consequent upon the various indirect levies, 
is bound to give room for a legitimate ground of grievance and 
apprehension that Government's taxation measures are becoming 
more and more regressive; and if the price line and the infla- 
tionary forces persist in pushing up the cost of living the same 
may as well result in nullifying the anticipated benefits from 
the rise in national income at the end of the Second Plan period. 

My Committee are gratified to note that the compulsory 
distribution by companies engaged in industries and coming 
within the ambit of Section 23A is now lowered to 45 per cent; 
they however feel that the same relief should have been extended 
to trading companies coming within the purview of this section, 
which are engaged in trading activities which earn foreign ex- 
change for the country. The benefit resulting from sudi reduc^ 
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tion in the distribution percentage would however be nullified 
by the imposition of a wealth tax on companies. Reduction 
w the rates of super tax for inter corporate dividends which was 
-0 per cent for foreign companies and 17 per tent for Indian 
companies, to a uniform rate of 10 per cent is no doubt a 
measure wfmh would prove a definite inceniive to investment 
oi loreign (apiiaJ within India. .SfKcilit mention is to be made 
ot the income earners from di\idend. ranging between Rs. .H5,000 
and Rs. ] lakh who pay at a higher rate than tho.se paying in 
resped o| oiher ranges. DividentI income being the produce 
of ecimiy tapiial, which is tlie life blood of rorporate enterprise, 
and the ecjuilx holders rcxpiire a more sympathetic consideration 
oi tvtn a special consideration during the planning period 
when ecjuiiv capital is so badlv needed, the Committee of mv 
C.hamber would strongly urge that disidend income, which has 
so fat Ireen treated as tmearned ' income, should be treated as 
•earned' income and taxed as such. While the rates for the 
excess distrihuiion of dividends have been reduced, the rate 
stands at .‘lO per cent for companies making a distribution of 
over 18 per cent of the paid-up capital with the result that in 
respect of sudi conipanies the total burden would be substan- 
liallv vet) high. If the bias is to be in favour of corjxirate 
itivestineiit. my (.ominittee venture to submit, there is no justifi- 
cation for retaining the bonus issue tax. Ploughing hack ought 
to he there and for such ploughing liack if excess distribution 
has to he penali.sed. there is all the greater reason for the total 
abolition of the tax on lionus issues. If and when the bias 
IS placed in favour of individual saving, the taxing of bonus 
issues niay be considered on merit, but in the present context 
of things such a levy has no justification and when the bias 
shapes for individual savings the tax for excess dividends can 
have no justification at all. I'he simultaneous levy of a tax 
on excess distribution and on the bonus issues is a contradiction 
in terms and such a levy cannot be justified on anv fair and 
reasonable grounds. 

As regards the propexsed tax on wealth, my Comiuittce do 
not consider it either wise or ju,stificcl. to levy it, particularly 
when rapid economic development of the country is the prime 
need of the liour. Moreover, the levy of the wealth tax on 
compatiies can neither be justified on the ground of capacity 
to pay or on the plea of removing the inetjualities of wealth, 
car as a preventive against the ostentatious display of wealth. It 
seems to my Committee that the only justification for Govern- 
ment in levying this tax seems to be the desire to collect revenue 
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through this measure as part of their fiscal programmes for 
financing the Second Five-Year Plan. Apart, however, from the 
objection of my Committee against this tax on principle they 
would like to stress the fact that in view of the difficulties and 
the time involved in ascertaining the value of assets for calculat- 
ing the tax, Government may not secure any appreciable revenue 
from this source within this Plan period. It is relevant in this 
connection to point out that the proposal to levv' a w^ealth tax 
was considered and dropped in the U.K.. because it was found 
that the valuation of all properties was likely to take consider- 
able time delaying the actual collection of the tax. It may also 
be pointed out that except in a few small continental countries 
like Holland, Sweden and Finland, no country levies a tax on 
the wealth of individuals. It may be further relevant to point 
out that a country like Japan had to review^ the position after 
a brief p)eriod of the existence of such a levy and give it up 
altogether. 

While my Committee are entirely opposed to the levy of 
wealth tax on corporate enterprise, they would like to urge 
certain vital considerations which would convince an impartial 
thinker that the levy of such a tax on the wealth of corjx)rate 
undertakings will lead to extremely serious (onsequences. Wealth 
tax is a tax on productive capital and the imposition of such 
a tax will not only divert productive resources from the private 
sector to the public sector, but it will also act as a damper 
on corporate investment as w^ell, becauscr an uncalled for and 
unjustifiable burden will have been placed on such enterprise 
at a lime when it requires all encouragement for a proper 
ploughing back of profits, the retention of such profits and the 
rehabilitation thereof for the industrial expansion of the coun- 
try. As it is, my Committee may point out, equity capital has 
been shy as a result of v^arious tax imposts affecting corporate 
enterprise, and wealth tax on companies, in addition to imped- 
ing the formation of new companies, will only act as a serious 
dis incentive in the case of existing ones. Further, companies 
having no income or even incurring losses would also be liable 
to this tax. Taking into account the provision enabling a carry-- 
over of losses for the purpose of seeing that capital depletion 
does not take place as a result of fiscal measures, a tax of this 
type on companies is not called lor and is most inappropriate. 

While my Committee are convinced that the imposition of 
Wealth Tax on corporate undertakings will seriously deplete 
their financial resources, the impact of this new burden on 
industries which have to compete in the international world will 
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not only mpple their competitive strength, but it may also in 
CA&es like Shipping Companies affect their very existence. It is 
against national interest to impose more rigorous burdens on 
such industries than those imposed by other countries on simi- 
lar industries with which our industries have to compete. For 
instance, Indian shipping has to face the competition of British 
shipping on many routes of our overseas trades. But while 
n lan shipping has to pay Capital Gains Fax, British shipping 
has to pay no such tax. Again, while Indian shipping will 
have to pay the new Wealth Tax, British shipping has not to 
pay such tax. Moreover, while British .shipping gets an Invest- 
inent allowance of 40 per cent on the cost of a new ship, Indian 
shipping gets only 25 [x;r cent as a Development rebate. It 
should also not be forgotten that Indian shipping has also to 
s^vi\^ against the inroads of ships flying the flags of countries 
like Panama, Liberia and Honduras, the tax legislations of 
which provide for substantiallv low rates of taxation and do not 
also subject to taxation income of shipping arising outside their 
respective teiritories. My Committee feel that the levy of wealth 
tax on shipping companies, which have to face competition of 
the above type in the international sphere, cannot even be 
contemplated. 

Wealth Tax on companies is sought to be justified on the 
ground that such a tax obtains in certain European countries. 
It should be pointed out that India is on the threshold of indus- 
trialisation, while the countries specified have different problems 
to face and their economies are of a different nature. These 
countries have passed through the phase of industrial revolution 
already. In this connection, my Committee may be permitted 
to point out that the basic data have not been correctly stated. 
For example, for Switzerland the rate is stated to be J per cent 
for domestic companies, but the rate of such capital tax on all 
capital owned is .05 to ..55 per cent in case of individuals, tru.st 
funds or the entire estate or assets of associations and in respect 
of corporations there is a flat property lax of .075 per cent 
on the amount of capital and reserves as a Federal lew, there 
being an additional Cantonal tax on capital and reserves which 
varies from .05 per cent to .2 per cent. In respect of Finland 
there is no tax on invested capital, but there is a Real Estate 
Tax w'hidi varies from .1 per cent to 2 per cent for an individual 
on type and location of properties and 1 per cent for corpora- 
tions. For Norway, there is a State capital tax on the net 
woi'th which is defined as assets of the company at their book 
values, and the rate varies from 0.2 per cent for domestic com- 
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panics to 0.75 per cent for companies clomicil^ci abroad, hut 
no tax is levied if the net worth is less than 5,000 Norwegian 
Kroner (about Rs, 3,500). In Sweden too, such tax is payable 
on the net amount of ail capital owned except furniture and 
articles of domestic equipment used in the home. This provi* 
sion appears to have been confused as one relating to domestic 
companies. The rates graduate from 0.5 per cent to 1.8 per 
cent, the highest rate obtaining for a net worth of about 
Rs. 9,50,000, but there is a stipulation to the effect that in case 
ihe total assessed income from all sources is less than 3J per 
cent of capital assets, then the capital assets tax is not levied 
on the part of the assets which is over .30 times the total assessed 
income from all sources. 

It will f)e evident from what is stated above that there are 
very fevv^ countries indeed in the wa)rld w^hich have got legisla- 
tion on wealth tax. Moreover, the respective legislations c)f 
these countries have given a definite indication to the effect that 
tile tax is imposed at very low rates on net worth as it is under- 
stocxl in one or two countries and in respect of other countries, 
it is either a tax on the paid-up capital of the eompanv or on 
the real estate, i.c. the property as such, belonging to the com 
pany. In substance, the levy in the form in which it is visua' 
lized to be imposed in our country, does not obtain in any 
country of the world. 

My Committee would also like to point out certain serious 
features of the proposed levy. In the first place, the share- 
holders will have to pay a wealth tax on that part of the wealth 
of corporate undertakings, which they have invested in those 
corporations. In the second place, the corporations will pav 
the wealth tax again on the same asset, a position vvliich is 
neither equitable nor fair. Further, it should not be forgotten 
that if the country has to maintain the cxjxnt drive and if the 
industries participating in the international sphere have to 
preserve their place and position in world market, their competi- 
tive capacity should not be impaired. In addition, at a time 
when the country is anxious to attract investment of foreign 
capital, the proposed tax cjn wealth of companies will act as a 
grave deterrent to intending investors from abroad. 

1 o put it shortly, it is the considered view of my Committee 
that the imposition of wealth tax on individuals and Hindu 
undivided families can he thought of only after a very substantial 
reduction in the personal rates of taxation is made and such 
a levy can, if at all, ]yc justified only with the rate for the highest 
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slab being brought down to the maximum of 50 per cent as 
against the present rate of 77 per cent for earned and 84 per 
cent for unearned incomes. As regards the levy of the tax on 
companies, my Committee reiterate their view that they are 
entirely opposed to the same. 

the definite and categorical opposition of my 
Committee to the levy of wealth tax on corporate undertakings, 
Covcrnmeiu will still decide to levy this proposed tax on 
organised industries, my Committee consider ii their duty to 
make a dear distinction between pitKluctive ;tnd unprixluctive 
wealth. It a tax is levied oti productive wealth during the 
planning peiitKl, it will not result in any advantage on the 
whole for the simple reason that there would be a div'ersion of 
funds from the private sector to the public sector, fn the light 
of tins olxscrv ation, all wealth usefully employed for industrial 
and incident.ll purjxises should remain exempt, whether the tax 
be on individuals, Hindti undivided families, partnerships and 
.associations on the one hatid. or on companies on the other. 
In addition to companies coming under the pttrview of .Sections 
1.5C and afiA of the Indian Income-tax .\ct being exempted 
from the levy, it is necessary to exempt tlie shaieholdcrs of such 
companies also from tht? levy in regard to their respective share- 
holdings. In respect of companies, a poitit may be made out 
that there are private (otnpanies. the shares of which arc held 
by .1 handful of people or even in respect of .some public com- 
panies the holding is concentrated in the hands of only a few 
persotis. rite test for determining the imposition of a wealth 
tax on companies should not be vvliethcr the shares are held in 
the hands of particular individuals, but whether the wealth of 
the respective companies is employed for industrial, commercial 
or such incidental purposes which are contributing to the econo- 
mic progress of the country. If the as.sels of these concems, 
whether corporate or not, are so employed, the respective wealth 
ought to remain exempt from the purview of wealth taxation. 
It will also be not equitable to impose such tax on business 
undertakings during the pcritxi they incur losses. In this 
connection, my Committee wotild suggest that in case of business 
and other assets, wealth tax should not be levied unless such 
assets earn a net profit of at least (i per cent on their capital 
value. Further my Committee woidd strongly urge for exemp- 
tion of the value of goodwill of a business from being included 
in the net wealth for purposes of wealth tax unless the goodwill 
amoLini i.s actually realised. 
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Again, the valuation that is proposed is on the basis of 
balance sheet values for business concerns, but the discretion 
is absolutely vested with the taxing authorities to levy tax on 
the market values of sudi assets. This is highly detrimental 
to the future of industries in this country'. Tax on the basis of 
market values will be an amount of collection out of all propor- 
tion and may have its impact on their very existence. It is 
suggested that the valuation of business assets should be on the 
basis of cost, less all the depreciation allowable to it under the 
Income-tax Act. and it should l)e on the basis of a written down 
value of the a.sset so arrivtxl at as at the la.st ilate of the year for 
which the wealth tax imposition can take place. In resjject of 
non-business assets, the pntper luetluxl should be to take the 
cost or market \aluc, whichever is lower and in case the Depart- 
ment desires to put a higher value, the assessee should have the 
option of selling that property or asset in question to Govern- 
ment at the value fixed by Government for purposes of wealth 
tax levy. 

With regard to the proposal regarding Kxpenditurc l ax, 
the Committee of the Chamber desire to point out that such a 
measure has no parallel in the tax system of any countiw and it 
has not passed beyond the base of theoretical discussion. If 
savings have to be generated and unnecessary expenditure 
checked, it can well be done by regulating the imports and bv 
having heavy duties in respect of consumable articles, even of a 
prohibitive character, so that by sheer compulsion useless ex- 
I)enditure would stand curtailed. The administrative difficulties 
would be immense for implementing such a tax and, if the same 
effect would be obtained by other means, the experimentation 
of a novel tax levy of this character should not be made in the 
planning period, because the country cannot take risks and 
experiment at this stage. 

Prof. Kaldor has himself in his report admitted that it 
would be administratively more difficult to handle an ex- 
pendituie tax than the income-tax. Even in advanced countries 
like the U.S.A., the projKjsal for the inqxjsition of expenditure 
tax, although considered, was ultimately given up on account 
of administrative difficulties involved. It vv'ould be interesting 
to note what Prof. Kaldor has to say in this behalf, viz: 

It should be clear that it would be impossible to think 
of replacing the present system with an expenditure tax 
system at one stroke, so to speak. There is well over a 
hundred years’ accumulated experience in administering 
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the income-tax. There is no experience concerning the 
expenditure tax . . . and it is not really possible to foretell 
with any confidence how difficult its administration 
would prove in practice." 

_ My Committee feel that this impost would open out a wide 
d^r for tax-evaders to make use of their ill-gotten gains and 
the same is bound to put a premium on dishonesty. Again, 
the method of imposition is of a discriminatory nature, inasmuch 
as only those persons who have income exceeding Rs. 60,000 
are likely to come within its purview'. On a practical considera- 
tion, even the measure <annot produce effective results. I'he 
number of asses,sees, according to the latest available Central 
Board of Revenue re[K>rt, w iih income exceeding Rs. 60,000 is 
only (iiuiividuals and Hindu undivided^ families) and 

excluding the nnmlicr of cases, wdiich would not prcxliice effec- 
tive tax revemie, i.c. income ranges from Rs. 60,000 to Rs. I 
lakh, on the basis of the allowance of Rs. 24,000 plus Rs. 10,000 
for 2 children, the number gets reduced to bare 1,200 and for 
such a number tlie (ollection may not be substantial. 

Apart fiom the above considerations, my Committee arc 
of the view' that a measure like this takes little cognisance of the 
social conditions in India, where for generations together the 
idea of a moral obligation towards relatives for supporting them 
if they are p<K)r, ill or without sufficient means of livelihood has 
existed. By sheer process of legislation this healthy st^ial 
fabric would be impaired and people will be compelled not to 
fulfil their duties and obligations in accordance with the best 
traditions which form their most precious heritage in life. 
Medical facilities will not be allowed. Educational, cultural 
and artistic pursuits w ill be at a discount. Travels for education 
or for broadening know ledge will be discouraged. Public 
activities will not be encouraged. People will be compelled to 
give up their religious sentiments and religious activities on the 
occasion of birth, marriage or death. That will be the result of 
the compulsory collection which will l)c imposed by legislation 
on Indians — individuals as well as Hindu undivided families. 
But apart Irorn these wider considerations of life and living, 
the provisions have been drafted in a very unsatisfactory manner, 
and are bound to create practical difficulties in the interpreta- 
tion of what is expenditure and what is not, and in fact an 
item like jewellery' which is expected to be treated as wealth 
for the purpose of w^ealth tax is at the same time attempted to 
be treated as an item of expenditure for the purpose of the 
expenditure tax. As it is, with an imposition of prohibitive 
13 


194 


REPORT OF THE 


duties on luxury articles, the collection in a concealed form 
from the higher income groups already obtains and it is but 
necessary that, in view of the social structure, a revolutionary 
measure of this nature should not be attempted particularly in 
the planning period. My Committee are, therefore, of the 
emphatic opinion that it is vital in the larger interests of the 
nation that the proposed measure should be dropped altogether. 

In the field of indirect taxation, the all-round incTcase has 
been sought to be justified on the ground of restraining consump- 
tion over a fairly wide field so as to keep in check domestic 
inflationary pressures and to release the resources for investment. 
The Committee of the Chamber would, however, like to suggest 
that it is necessary to observe if the imposition of extra burden 
in the shape of taxation does not result in pushing up the price 
structure and consequently tlie cost of living in the country. 
The cumulative incidence of a number of increases in indirect 
taxes will result in incTcasing the cost of living and will have 
also its impact on the wage structure. It is further a question 
whether taxation measures by themselves are anti-inflationary 
in their operation. There cannot be any guarantee that the 
revenue from sudi taxation will necessarily be utilised for 
purely developmental purposes and will not he absorbed by 
non-developmental expenditure. 

My Committee submit that the higher rates of excise duties 
on articles of daily consumption like sugar, vc^getable oils, 
tobacco and matches will inevitably result in appreciating their 
prices substantially, leading thereby to an inaxase in the cost 
of living and consequent demand for wage increases, that the 
levies on items like steel and cement will add materially to the 
capital cost of the Plan expenditure as also development 
expenditure in the private sector and that cumulatively the 
changes in direct taxation of the individual and companies will 
have undesirable effects on the incentive to work and to save. 

Without detracting in any way from the foregoing views, 
observations and comments on the policy and fiscal aspects 
underlying the different forms of fresh or additional taxation 
as included in the Budget Proposals, the Committee of my 
Chamber would proceed to offer their considered suggestions 
and observations on some of the Clauses in the individual Bills, 
introduced in the Lok Sabha, which, in their opinion, are likely 
to make the taxation imposts burdensome and inequitous and 
to lead to administrative harassment to the assessees. 
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THE FINANCE (No. 2) BILL, 1957 

Clause 4: 

Clause 4 seeks to substitute two new sub-sections for sub- 
sections (2B) and (2C) of Section 10 of the Indian Income-tax 
Act, providing for compulsory deposits by companies. The 
amendment is being made with a view to clarifying Govern- 
ments intention and removing certain procedural difficulties 
likel> to arise in the administration of the de[X)sit scheme for 
companies. 

In \iew ol the 5 per cent increase in the basic rate of 
incc>me-tax and per cent in the effective rate of super tax of 
Indian Companies and the substantial increase in the additional 
super-tax on bonus issues, over and above tlie proposed levy of 
a wealth tax on tiie assets of companies, my Committee strongly 
feel that there would be no justification for giving effect to The 
compulsory deposit sclicme, and they, therefore, suggest that 
this provision be deleted, so that companies may have sufficient 
financial lesources at their disposal to that extent for meeting 
their expansion and reliabilitation programmes. 

Clause 5: 

Clause 5 proposes to amend Section 15 of the Income-tax 
Act with a view to raising from l/5th to l/4th tlie limit upto 
which abatement is available for income-tax purposes on Provi- 
dent Fund contributions and payments for Life Insurance 
premium. The maximum amount on which rebate would be 
available, however, has been kept at the present level of 
Rs. 8,000. While my Committee welcome the raising of the 
limit from l/5th to l/4th, they feel that the maximum should 
also be proportionately increased. They, therefore, suggest that 
the maximum should be enhanced to Rs. 10.000. 

Clause 7 : 

Fhis Clause proposes to make certain amendments in Sec. 
23A of the Indian Income-tax Act. While my Committee are 
grateful to note that the percentage of profits which an Industrial 
Company is obliged to distribute under this Section has been 
reduced to 45 per cent, they feel that the same concession should 
also be made available to trading companies coming under the 
purview of this Section and carrying on such business which 
help in earning of foreign exchange. 
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It is proposed to delete sub-sections (3), (4), (5), (6) and 
(7) of Section 23A. Sub-section (3) of Section 23A empowers 
the Commissioner of Income-tax to reduce the amount of mini- 
mum distribution, having regard to the special requirements 
of the company’s business. The proposal to delete this sub- 
section is possibly being made in view of the fact that the 
minimum distribution by industrial companies is to be reduced 
to 45 per cent. In this connection my Committee desire to 
point out that there will still be cases W'here, having regard 
to the special requirements of the business, it would be un- 
reasonable to distribute the statutory ininiinum and in respect 
of such cases there will be the need lor a procedure to have the 
minimum reduced. My Committee therefore suggest that a 
revisionary power be given to Commissioners in this respect 
and accordingly sub-section (3) of Section 23A should be retained. 
Sub-section (6) of Section 23A empowers a company to take 
credit of the excess distribution made in one or more of the 
three previous years immediately preceding the relevant previous 
year. The deletion of this sub-.section would affect companies 
which may have made a larger distribution and this excess .should 
be reckoned with in later assessments till it is exhausted and 
to that extent the .said benefit should continue. 

In connection with Section 2,3A, my Committee also suggest 
that if the company is in possession of any sum which has been 
deemed to have been distributed by the company and has also 
been subjected to tax, the same amount should not again be 
subjected to tax in a subsequent year when the amount is dis- 
tributed by the company. 

Sub-clause (4) of Clause 1 1 of the Bill provides that the 
provisions of Section 23.\ as in force immediately before the 
1st day of April 1957 will continue to apply to a' company in 
respect of its profits and gains of a previous year relevant to anv 
assessment year prior to the year ending on the 31st day of March 
1957. This would show that the new provisions would apply to 
assessments from the a.ssessmcnt year 1957-58. Companies 
coming under the purview of Section 23A, when making a dis- 
tribution of their profits of the previous year for the assessment 
year 1957-58, computed the quantum of the profits to be dis- 
tributed in accordance with the then existing provisions of Sec- 
tion 23A. In certain cases credit was taken under sub-section (6) 
of Section 23A of the excess distributed in one or more of the 
three previous years immediately preceding the previous year, 
while in certain other cases applications have been made under 
sub section (3) to the Commissioner to reduce the minimum dis- 
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tribution required under sub-section (1) to a figure he considered 
fit in each case. Some of these references might have been 
already decided, while some might be pending, with the result 
that a distribution of less than the statutory percentage provided 
in the existing provisions might have been made. In such cases, 
it would be inequitable and against all principles of justice that 
such companies should be penalised for declaring less than the 
percentage prescribed under the amended provisions. My Com- 
mittee, therefore, suggest that companies which have declared 
less than the statutory percentage should be given further time 
to distribute the shortfall in the distributions made by them. 

Clause 8: 

This clause proposes to amend Section 24 of the Income- 
tax Act. My Committee liave noted with concern that the 
carr)'-over which was permitted for an indefinite period is now 
proposed to be restricted for a period of 8 years. T he carr^'-over 
for an unlimited period was provided as a consequence of major 
changes made for the reopening of assessments and particularly 
those relating to assessment years 1939-40 to 1946-47, both years 
inclusive. It is very essential that in the changed context of 
things and reference of the cases for those relevant vears having 
been already made to the then Investigation Commission and 
enquiries having been pursued In the Special Investigation 
Branch subsequently, the need for a provision to reopen assess- 
ments without any time-limit does not exist. My Committee 
therefore strongly urge for the deletion of the relevant provisions 
of the Income-tax Act so that the previous position is restored. 
Simultaneously, my Committee would also urge for consideration 
by Government of having a suitable provision in the Income-tax 
Act permitting a reduction in the assessment already made if 
apparently there was an over-assessment and such readjustment 
by reduction should be permissible for a period of 8 years, which 
IS the period for reopening assessments. After all, when the 
State has the right to reopen assessments for a period of 8 years, 
in clear cases of over-assessment the assessees must have a statu- 
tory remedy of getting the reduction under the statute itself, 
if at a later stage it is found that for one reason or the other 
there has been an apparent over-assessment. 

First Schedule: 

The non-taxable limit is proposed to be reduced from 
Rs. 4,200 to Rs. 3,000 in the case of an individual and from 
Rs. 8,400 to Rs. 6,000 in the case of every Hindu undivided 
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family. Such a reduction of the limit, as pointed out in the 
preliminar)^ observations, will cause immense hardship to a large 
number of the lower middle-class income-earners, w^ho are already 
bearing the brunt of all-round increase in cost of living conse- 
quent upon the numerous indirect imposts. My Committee 
suggest that the limit in question should not be low'ered, as 
proposed. 

While my Committee welcome the inaease in marriage 
allowance from Rs. 2,000 to Rs. 3,000 and the proposal 
announced by the Finance Minister to give a children’s allow- 
ance to a maximum of Rs. 600 for two children, they feel that 
the proposal to make these reliefs not available to persons having 
an income of more than Rs. 20,000 is not justified. I hey, there- 
fore, recommend that these allowances should be extended to 
all assessees who are eligible for the same irrespective of their 
income. 

My Committee are of the view that liie additional 15 jxt 
cent surcharge on income-tax as well as super tax sought to be 
imposed on unearned income tvould nullify the relief measures 
announced under other heads. They, therefore, request that this 
surcharge should be substantially reduced. They also suggest 
that income from dividentls should be tonsidered as earned 
income and taxed as such. 

THE WEALTH TAX BH.L. 1957 

The Committee of the Ciiamber have in their preliminary 
observations dealt with ilie inappropriateness and inequity of 
this measure of taxation and the serious, adverse and undesirable 
repercussions same will have on corporate enterprise in the coun- 
trj:. Without prejudice to their general views on the proposal, 
they would like to make the following suggestions and observa- 
tions on some of the Clauses contained in the Wealth Tax Bill, 
which, in their opinion, either require proper clarification in 
view of their ambiguity or suitable modifications. 

Clause 2(f)(i): 

Clause 2(f)(i) excludes agricultural land and growing crops, 
grass or standing trees on such lands from the definition of 
‘assets’. It is doubtful whether this exemption would apply 
to agricultural lands owned by a resident in India in foreign 
countries, since such lands are not assessable to land revenue 
by any of the State Governments in this country. Large agri- 
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cultural plantations are owned by Indians in overseas countries 
and if Government’s idea is to exclude all kinds of agricultural 
property, wherever situated, it is necessary to make the position 
clear in order to avoid any future complications or adminis- 
trative harassment. Countries like Pakistan have placed restric- 
tions on the repatriation of profits from their territories and on 
account thereof owners of properties, including agricultural 
lands, situated in those countries will not be able to enjoy the 
usufructs of such properties in full. My Committee are of the 
view that agricultural properties, wherever they may be situated 
and owned by Indian citizens, be completely excluded from the 
scope of the levy. 

Clause 2(n): 

Clause 2(n) defines the term ' net wealth ‘ Net wealth * 
has been defined as the aggregate value of all the assets 
belonging to the assessce, computed in accordance with the pro- 
visions of the Act, wherever located. According to this clause, 
all assets belonging to an Indian citizen or a jx;rson resident 
in India and located in any foreign country^ would be liable 
to wealth tax. It is relevant in this connection to mention that 
the Estate Duty Act exempts movable property situated outside 
the territory of the Indian Union from that duty. The 
proposed wealth tax and the estate duty are more or less similar 
in their operation and coverage, both being a tax on the assets 
of a person, with the only difference that the former is an annual 
recurring levy whereas the latter is charged only once at the time 
of the death of the owner of the assets concerned. In principle, 
therefore, my Committee feel that there should not be any 
difference as regards the exemptions available under the two 
forms of impost. Again, as earlier pointed out, persons owning 
assets in countries like Pakistan, do not reap the full benefits 
therefrom on account of the profit repatriation restrictions pre- 
valent there. For the purpose of assessing the tax payable by 
a person under this measure, it is necessary to ascertain the 
value of the assets owned by him. Evaluation of properties 
situate outside the country will be a difficult and costly process. 

My Committee, therefore, suggest that the foreign assets of 
a person should be excluded, while calculating the net wealth 
for the purpose of the Act. If Government, for any reason, do 
not heed this suggestion, it is absolutely essential that at Ica^st 
foreign properties owned by assessecs on the date the Act comes 
into force shonld be specifically excluded. 
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This is the charging clause, and according to its terms the 
tax is payable by every individual, Hindu undivided families 
and companies. Associations of persons as such have not been 
specifically mentioned. May be that the tax will be levied in 
the hands of the various persons constituting the associations 
on that part of the wealth belonging to each of them. But 
under certain circumstances, it may be necessary to assess the 
asscxiation as such. My Committee, therefore, feel that it is 
necessary to make the position clear. 

While on this, my Committee desire to point out tliat 
mutual associations like Chambers of Commerce and Trade 
Associations, should be specifically exempted from the scope of 
the levy, as they are non-profit-making organisations, functioning 
only for the benefit of their constituent members. Similarly, 
Associations registered under the Companies Act, 1956, or the 
Societies Registration Act or under any otlier law for the time 
being in force and devoted to charitafile purposes should also 
be exempted. 

Clause 4 : 

According to sub-ciausc (1) of this (clause, in computing 
the net wealth of an individual, assets transferrcxl without ade- 
quate consideration by the individual to his wife or minor child 
or to a person or assod.ttion of persons for the benefit of the 
transferor or his wife or minor child are to be included. In 
this connection, my Committee desire tc^ point out that it is 
necessary to make sure that there is no duplication of the tax 
in the hands of the transferees. According to item (a)(iii) of 
this sub-clause the property held by a person or association 
of persons to whom assets have been transferred by the assessee 
otherwise than for adequate consideration for the benefit inter 
4 alia of his minor child is to be included in computing the net 
wealth of the assessee. My Committee desire to suggest that 
when the child attains majority the asset held for the benefit 
of the minor child should be considered as the asset belonging 
to that major child and the transferor should not be made 
liable to pay any tax on that asset. 

Sub-clause (2) of this Clause provides for deduction from 
the value of assets any debts owing on the valuation date by 
the transferee mentioned in sub-section (1), in so far as such 
debts arc referable to the assets in question. A clarification is 
necessary to the effect that the debts will also include those 
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created after the transfer by the transferee and it should not be 
as if the debts would be only those created before the transfer. 

Clause .5 : 

This clause begins with the words " Wealth tax shall not 
be payable by an assessce in resjrect of . . The proviso to 
Item (x) of this clause states that the value of any deposit or 
security exempted under item (x) will be included in computing 
the net wealth of an assc^see. The existence of this proviso 
would show that in respect of all other items in this clause, 
their value will not be included in computing the net wealth 
ot an assessce. If this jmsition is correct, it will be necessary 
to make the same clear and introduce suitable changes in the 
wording of the clause. In this connection, my Committee 
would lefer to Rule 1 of the Schedule which is ambiguous and 
inconsistent with the provision contained in Clause .it. My 
(..ommittee feel that it should be specificallv provided that in 
respect of all items on which wealth tax is not payable the same 
should not be included in computing the total wealth of the 
asses.see. 

Itctu (i) ol the clause exempts property held by a |x*r.son 
under trust or other legal obligation for religious or charitable 
purposes within Itidia frtmi payment of wealth tax. An amend- 
ment is necessary to the clfcct that in respect of trustees, the 
I rust as such would be exempt and instead of the exemption 
being stated under a .separate sub-section, the exemption should 
be given under a .separate section, stating that the Act will not 
applv to public charitable trusts, to non-profit-making associa- 
tions as visualized by Sec. 2.') of the Companies Act, to associa- 
tions not so registered, but which are mutual in character or 
which have no business activity as such. The other exemption 
should be to the interest in a trust, w’hich is a life interest and 
the question of imposition of the tax should be considered only 
in respect of an interest W'hich is of a vested nature so vested 
at the time of the execution of the Trust Deed. 

Again, theie arc cases where citizens and residents in this 
country hold in trust properties situated in India as w^ell as 
outside, the proceeds of which are used for religious or charit- 
able purposes outside India. If the sub-clau.se is to be retained, 
my Committee presume that it is at least not the intention 
of Government to tax .such properties in the hands of such 
trustees resident in India merely because they happen to be 
trustees of those properties. The position may, therefore, be 
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clarified and a provision made so as to exempt such properties 
also from the levy’ of wealth tax. 

Item (vi) exempts from wealth tax domestic animals, 
furniture, etc. The exemption Avill be available only upto a 
maximum of Rs. 25,000. My Committee feel that, except in 
the case of jewellery, the actual value of other items should be 
exempted and no ceiling should be fixed on the value of these 
assets. My Committee would further suggest in this connection 
that exemption for jewellery in the case of Hindu undivided 
families should be proportionate to the number of persons who 
are entitled to claim partition. In other words, jewellery upto a 
maximum limit must be exempted in the case of at least every 
male member comprising a Hindu undivided family. 

Item (viii) exempts from the tax tools and instruments 
necessary to enable the assessee to carry on his profession or 
vocation, subject to a maximum of Rs. 2,500 in value. My 
Committee desire to point out that the expenses incurred in 
connection with the personnel required for the ojx^ration of the 
tools and instruments should also be exempt. A suitable pro- 
vision in this behalf may be included. They also suggest that 
no limit should be placed on the value of such tools and instru- 
ments and the same shotild be exempted to the full extent. 

Clause 6: 

rhis clause provides for the exclusion of assets and debts 
located outside India in computing the net wealth of an indi- 
vidual wdio is not a citizen of India or of a Hindu undivided 
family or company not resident in India during the year ending 
on the relevant valuation date. In this connection, reference 
may be made to the wealth created by remittances made by 
Indian nationals residing abroad and wealth brought in by them 
when they come and settle down in this country. It is 
suggested that in the case of Indian nationals, now residing 
abroad, as and when they bring their wealth to this country, 
such wealth should not be subject to charge in the first year 
in which the wealth is brought in. 

Clause 7: 

This clause provides that the value of any asset shall be 
estimated to be the price which in the opinion of the Wealth 
Tax Ofiicer it would fetch if sold in the open market. Sub- 
clause (2), however, provides that where the assessee is carrying 
On a business the accounts of which are maintained regularly. 
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the Wealth Tax Officer may determine the net value of the 
assets of the business as a whole havinj^ regard to the balance 
sheet of such business as on the Daluation date. 

Clause 2(cj) defines valuation date as meaning the last date 
of the previous year as defined in Section 2(11) of the Indian 
Income tax Act if an assessment were made under that Act. 
1 here is a proviso to this clause which reads: 

Provided that where in the case of an assessee there are 
different previous years under the Income-tax Act for 
different sources of income, the valuation date for the 
purfx>ses of this Act shall be the last day of the prev ious 
^ear immediately preceding the year for which assessment 
is to be made.” 

Fiom the above, it would appear that ^vherc a Company 
has different sources of income the valuation date will not be 
the last date of the year, e.g. 31-12T956, for which accounts are 
made for assessment under Sec. 10 of the Income-tax Act but 
the last date of the prc\ious year preceding the year for wdiich 
assessment is made, i.e. 31st March 1957. 

If this be the true mandatory character of ilie Clause, it will 
be a great hardship, for the (iompanv^ will have no balance 
sheet as on 31-3-1957. It is submitted that in all cases where 
the assessee is regularly preparing Balance Sheet the valuatiem 
date should conform to such a dale only whatever the previous 
years may be for other sources of income. 

Apart from the mode of valuing the property, the clause 
places an absolute disexetion in the Wealth Tax Officer in 
ascei'taining the price of the asset. In the absence of any pro- 
vision for formulating the method or basis for ascertaining the 
market value of the assets, such a discretion in the Wealth Tax 
Officer would lead to arbitrary decisions and harassment to the 
assessee. 

My Committee would, therefore, suggest that the value of 
an asset for tlie purpose of this levy should be based on the 
assessees’ book value or cost and not on the market value. Tax- 
ing the asset at market value would result in double taxation, 
once on the accretion when it occurs and again when it is 
realised. My Committee would also suggest that the valuation 
need not be made every year. Once a valuation is made, 
same should remain effective at least for a period of 3 years. 
This will avoid unnecessary work every year in respect of .such 
valuations. If, however, it is decided to have annual valuation, 
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my Committee suggest that in respect of immovable properly 
depreciation should be allowed. 

Clause If : 

According to this clause, e^e^y jxTson whose net wealth 
is of such an amount as to render him liable to wealth 
tax, is required on his own volition to file a return in 
the prescribed form before the 30th day of June of the 
corresponding assessment year. My Committee would suggest 
that provision should be made for a compulsory notice from 
the Department calling upon the person concerned to file his 
return, and it should not be left to the assessee to file such a 
return voluntarily. 

Sub-clause (3) of this clause empowers the Wealth Tax 
Officer to extend the date for the delivery of return under this 
Section, if he is satisfied that it is necessary to do so. The 
Wealth Tax Officer has been given a pure discretion to extend 
the time for the delivery of the return. My Committee suggest 
that under circumstances which justify extension of the time, 
the Wealth Tax Officer should necessarily extend the time-limit. 

Clause 11 : 

This clause provides for the taxation of wealth escaping 
assessment. It empowers the Wealth Tax Officer to re-assess 
at any time the net wealth which he has reason to believe has 
been under assessed. In this connection, my Committee desire 
to point out that a question of under assessment cannot arise 
since when a particular asset has been valued by Government, 
the assessment can have a bearing only on such valuation. They, 
therefore, submit that there is no need for making any pro- 
vision for re-assessment in case where an asset has been under- 
assessed. 

In cases falling under sub-clause (a), the assessment can be 
reopened at any time and in cases falling under sub-clause (b) 
it could be done within 6 years of the assessment year in which 
the asset escaped assessment. My Committee suggest that no 
assessment should be reopened after 4 years for any reason 
whatsoever, since it is possible that the assessees might have 
hona fide parted with the asset and it would be a hardship 
if they are called upon to pay tax on that asset which they no 
more possessed. 
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Clause 21: 

According to this clause when assets are held by Court of 
Wards, Administrator-General, Trustees, etc., the wealth tax on 
such assets can be levied upon and recoverable from the Court 
of Wards, Administrator-General, Trustees, etc. in the same 
manner as it would be leviable upon and recoverable from the 
person on whose behalf the assets are held. With regard to 
this provision, my Committee suggest that the Court of Wards, 
Administrator-General, Trustees, etc. should be given a first 
charge on the income of the asset as well as the corpus, for 
payment of wealth tax due on the same. 

Clause 22: 

This clause provides for assessment of persons not resident 
in India. The clause does not provide for direct assessment on 
and recovery from the non-resident. My (Jommiitce, therefore, 
suggest that as in the Indian Income-tax Act it should be pro- 
vided that the Wealth Tax due on the assets of a non-resident 
may be levied upon and recovered from his assets in the taxable 
territories. 

As regards assesvsment on the agent the position would be 
entirely different from the one obtaining in respect of proceedings 
under Sections 42 and 4S of the Indian Income-tax Act, since 
there would be a business connection visualized by those sections 
which could establish a liability under the Income-tax Act. In 
the present case, the liability should extend only to a de jure 
agent, i.e. one appointed as such to look after the affairs of the 
non-resident and a person who is in charge of the property or 
wealth in question in India. After all, it is property that is 
subjected to tax and unless the person assessed has the absolute 
control of such property, to the extent that he can deal with 
it as if it belonged to him, the imposition of liability on an 
agent, who does not have the powers of operation in relation 
to the property or the wealth in question, would create a very 
difficult position indeed. It is, therefore, suggested that the lia- 
bility should extend to a resident ageni only in such cases 
where the person in question has absolute control over the 
property or wealth in question as if it belonged to him and, 
if necessary, the Act may provide for the appointment of such 
statutory agents for purposes of the Wealth Tax Act. Provision 
may also be made empowering, as under Section 42 of the 
Indian Income-tax Act, the Agent to retain out of any money 
payable to the non-resident a sum equal to his estimated liability 



206 


REPORT OF THE 

and also to approach the Wealth Tax Officer in case of dis- 
agreement between the agent and the non-resident assessee for 
a certificate stating the amount to be so retained. 

Clause 2.?: 

In addition to the orders of the Wealth Tax Officer, from 
whiclr appeals would lie to the .\ppellate Assistant Commis- 
sioner mentioned in this clause, an appeal shotdd also be avail- 
able from an order determining a person as agent under Clause 22. 
According to sub-clause (2) of this clause, an appeal has to be 
piesented within 30 days of the receipt ol the notice of deuuuid. 
It is suggestc“d that the period may be increased to 60 days. 

Clause 24 ■. 

According to sub-clause (1) of this clause, an appeal will 
lie to the .Appellate Tribunal within 60 davs from the date on 
which the assessee is sersed with ilie notice Of the order of the 
Appellate Assistant (.cjinmissioner. .Vly Committee suggest that 
the period of 60 days should be increased to 90 clays. I'here 
is no provision empowering the Appellate Tribunal to condone 
delay in filing the appeal. It is, therefore, suggested that the 
Appellate Tribunal should be empowered to excuse delay and 
accept appeals made after the expiry of the pericxi provided in 
cases where the Iribunal issatisfietl that there was sufficient cause* 
for not presenting the appeal within that peritxl. Sub-clause (4) 
of this clause em[X)wers the Appellate Triltunal to enhance an 
assessment in appeal. .\Iv Committee are of the view that the 
Appellate Tribunal should not be empowerc'd with the right to 
enhance the assessment. 

.\c:cording to sub-clause (5) of this clause, whenever there 
IS any question of disputed value, same may be referred by the 
Appellate Tribunal to the arbitration of a Committee consist- 
ing of a Taluer and an Adviser appointed by the Board. In 
order to preserve the indcpcaident character of the persons 
hearing the reference, it does not seem advisable that the arbitra- 
tion should be conducted by persons appointed by the Board. 
My Committee, therefore, suggest that the dispute should lx* 
referred to the arbitration of independent persons and the 
proceedings in this regard should be conducted in terms of the 
provisions contained in the Indian Arbitration Act. 

My Committee woidd invite Gosermnent's special attention 
to the anomalous position at present obtaining under the Estate 
Duty .Act and Rules where an invidious distinction is made 
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between ardiitects, engineers. Chartered Accountants and other 
valuers. While in the case of ardiitects, engineers, actuaries, etc. 
the period of time for which they have practised is the test, i.e. 
10 years, in the case of others a particular quantum of notional 
work is taken into consideration. It is respectfully submitted 
that so far as company shares are concerned, every Chartered 
Accountant should be deemed tcj be competent to make valua- 
tions and it is for the company or the asscssee to decide as to 
the person in whom he will repose his confidence. There are 
cases of persons who, on principle, do not submit to tliis distinc- 
tion and do not apply for being put on the lisi of valuers. It 
is respectfully submitted that a period of 10 years’ standing 
for Chartered Accountants and other valuers should be the 
guiding factor and therefore for purposes of the Wealth Tax 
Act, the valuer, if one is appointed, should l)e a professional 
man of ten years’ and in other cases a valuer of ten vears’ stand- 
ing, there being no other artifical requirements to be complied 
with. This alternative suggestion is being made Avith a view' 
to point out the invidious distinction. But it is felt that the 
healthier mode of approach, that is of having pure arbitration 
proceedings under the Arbitration Act, should be statutorily 
provided for. As it is, with a provision giving an option to 
the assessee to part with his property for sale to Government 
at the price to be fixed l)y Ch)vernmeni , even valuers would 
not be necessary and my Committee very stronglv urge that 
the valuation of business assets shoidd be on the basis of the 
cost, less all the depreciation allowed and the valuation of other 
assets should be at cost or market value, whichever is lower, with 
an option to the assessee to sell to Government the property at 
the higher valuation fixed by Government. 

Clause 25 : 

As per sub-clause (1) of this clause, the Commissioner may 
call for and examine the record of any proceedings under the 
Act, if he considers that any order passed therein by a Wealth 
Tax Officer is erroneous in so far as it is pre judical to the 
interests of revenue. It does not appear to be fair that the 
powers of review^ vested in the Commissioner shoidd be restricted 
to orders prejiidical to the interests of revenue. An assessee 
should also have the right of review by the Commissioner when 
he feels that his interests have been injured. The provision 
should, therefore, be amended suitably. The sub-claiisc also 
empowers the Commissioner to enhance the assessment on re- 
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view. My Conmiittee surest that the Comimissioner should 
not be so empowered with the power of enhancement. 

In this connection, attention may be invited to the Income- 
tax Act whereunder the Commissioner is empowered to revise 
the orders passed by any authority subordinate to him. which 
would mean that he could revise the order not only of the 
Income-tax Officer but also of the Appellate Assistant Commis- 
sioner. Clause 25 only empowers the Commissioner to revise 
the order passed by a Wealth Tax Officer. My C.ommittee sug- 
gest that the provision i)e amended on the same lines as that 
contained in tlic Indian Income tax Act. 

According to sub clause (.») ol this clause, il in the course 
of any prcKcedings under this clause a c|uestion arises as to 
valuation of any immovable property the Commissioner may. 
and if the assessee so requires, he shall, refer the ciuestion of 
valuation to the arbitration of a Committee consisting of a 
Valuer and an Adviser appointed by the Board in this behalf. 
As my Committee lias observed while dealing with sida-clause (5) 
of Clause 21, any dispute in respect of valuation should be re- 
ferred to independent arbitrators and proceedings conducted 
according to the provisions of the Indian Arbitration Aci and 
not to a Valuer and/or an Adviser appointed bv the Board, 

Sub-clause (1) of this dause provides that the provisions of 
sub-sections (5). (6) and (8) of Section 24 shall apph to Section 
25. Section 24(8) provides that orders passed by the Apjiellate 
Tribunal on appeal shall be final. Therefore, the application 
of sub-section (8) of Section 24 to Section 25 woidd mean that 
the order passed under Section 25(1) by the Commissioner will 
also be final. Section 26(1), however, gives the assessee power 
to appeal to the Appellate rribunal from orders of enhance- 
ment passed by the Commissioner. 

On a proper reading of the above provision, while Section 
25(4) read with Section 24(8) makes the Commissioner’s order 
in review final, Section 26(1) gives the assessee power to appeal 
from sucli an order to the Tribunal. There appears, therefore, 
to be some inconsistency and this, my Committee request, may 
be looked into and suitably remedied. 

Clause 26: 

According to this clause an assessee objecting to an order 
of enhancement made by the Commissioner may appeal to the 
Appellate Tribunal within 60 days of the date on which the 
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order is communicated to him. My Committee suggest that 
the period of 60 days should be extended to 90 days. Further 
there is no provision empowering the Appellate Tribunal to 
condone delay in the matter of filing the appeal. It is, there- 
fore, suggested that the Appellate Tribunal should be empower- 
ed to condone delay and accept appeals made after the expiry 
of the prescribed period in cases where the Tribunal is satisfied 
that there was sufficient cause for not presenting the appeal 
within that period. 

Clause 32: 

This clause prescribes the hkkIc of recovery of the tax due 
under the Act and provides that for this purpose the provisions 
of sub-sections (1) to (7), both inclusive, of Section 46 of the 
Income-tax Act would apply as if the said provisions of the 
Income-tax Act were incorporated in this Act with necessary 
amendments. According to sub-section (1) of Section 46 of the 
Indian Income-tax Act when an assessee is in default in making 
a payment of income-tax, the Income-tax Officer may in his dis- 
aetioii direct the recovery from tlie assessee by way of [penalty 
a sum not exceeding tlie amount of the arrears due from the 
assessee in addition to the arrears itself. Sub-section (1) of 
Section 30 of the Income-tax Act makes provision for an appeal 
to the Appellate Assistant Commissioner against any penalty 
imposed by the Income-tax Officer under sub-section (1) of 
Section 46. Clause 23 of the Wealth Tax Bill which enumerates 
the orders of the Wealth Tax Officers from which appeals will 
lie to the Appellate Assistant Commissioner does not provide 
for an appeal from any penalty which a Wealth Tax Officer 
may impose under the powers vested in him by Clause 32 of 
the Bill in the course of recovery of the Wealth Tax due from 
an assessee. As the provisions in the Income-tax Act and the 
proposed Wealth Tax legislation in this connection are similar, 
it is necessary to provide for an appeal from an order imjx)sing 
a penalty under Clause 32 of the Bill. My Committee, there- 
fore, suggest that a sub-clause may be added to Clause 23 of 
the Wealth Tax Bill making provision for such an appeal. 

Clause 34 : 

This clause provides that any document required to be 
registered under certain provisions of the Indian Registration 
Act enumerated therein relating to transfer of immovable 
property shall not be so registered unless the Wealth Tax 
Officer certifies that the transferor has either paid or made 
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satisfactory provision for the payment of all existing or anti- 
cipated liabilities under this Act or that the registration of the 
document will not prejudicially affect the recovery of any 
existing or anticipated liability under the Act. My Committee 
feel that it is necessary to fix a time-limit within which the 
Wealth Tax Officer could object to any registration. In all 
cases where an objection is taken by the Wealth Tax Officer 
he should give his reasons for doing so in writing. Again the 
objection should not relate to any anticipated liability of the 
transferor as it will not be projx,T to do so in view of the fact 
that the liability would not be ascertained or ascertainable. 

Clause 41: 

This clause enumerates the persons who could appear be- 
fore the Wealth Tax authorities on behalf of tlie assessc'cs. 
Income-tax practitioners have not been includcxl in the list of 
jx^rsons entitled to appear before the Wealtli l ax authorities. 
Since the procedure for assessment, recovery and apfxials pres- 
cribed for the Wealth Tax levy are substantially similar to those 
under the Income-tax law and the assessments are to be made 
by Income-tax Officers ordinarily along with Income-tax 
assessments, my Committee suggest that Income-tax prac- 
titioners, who have l>een handling income-tax assessment cases 
for their clients, should be allowed to appear on behalf of the 
assesvsees concerned as this proccxlure wxndd facilitate both the 
assessee as well as the Department in dealing w ith and dis{X)sing 
of Wealth Tax cases. Further since the Income-tax practitioners 
are also preparing the balance sheets of their client firms their 
services would be of great help to Government in arriving at 
the net wealth of an assessee for wealth tax purposes. 

Schedule : 

According to the Schedule, Wealth 1 ax will not be payable 
by an individual when the net wealth is less than Rs. 2 lakhs, 
by a Hindu Undivided Family when the wealth is less than 
Rs. 3 lakhs and by a Company wdieri the wealth is less than 
Rs. 5 lakhs. My Committee suggest that the minimum net 
wealth not liable to tax should be increased to Rs. 5 lakhs in 
the case of Individuals, Rs. 7 lakhs in the case of Hindu Un- 
divided Family and Rs. 10 lakhs in the case of Companies. 
My Committee also desire to suggest that, as in the Estate Duty 
Act, over a particular range assessment of wealth tax should be 
made by Inspecting Assistant Commissioners and above a still 
further range by Commissioners. 
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Rule 2 of the Schedule makes an attempt to avoid to a 
certain extent double taxation in respect of assets of a private 
company both in the hands of the company as well as the share- 
holder. As my Committee have earlier observed, the most 
inequitous part of this levy is the incidence of double taxation. 
It is, thereiore, necessary that this obnoxious feature of the levy 
should be avoidexi, and my Committee suggest that the conces- 
sion contemplated under the Rule should also be made available 
in res|x?ct of all companies, public as well as private, including 
Section 23 A Companies. The question of issuing wealth tax 
certificates in respect of tax paid on shareholdings may also be 
considered. 

1 he Wealth l ax Act would be a totally new measure now 
being attempted in our country' and great care will have to be 
taken in its administration. It is felt that the powers to be 
vested in the Wealth Tax Officers would be misused unless they 
are exercised with great circumsix:*ction, and to allay the fears 
of the business community it is very necessary that the powers 
of search, etc. which are enunciated for the purpose of the 
administration of fiscal measures like the Income-tax Act and 
Sales 1 ax Act, should not be included in the Wealth Tax legis- 
lation or the rules framed thereunder. Social conditions in the 
country will Iiave to be taken cognisance of and with a social 
background where citizens have been accustomed for centuries 
together to have hoarded wealth and have gold as well as 
jewellery' articles with their womenfolk, it would create a very 
serious position indeed if the taxing officials were to visit the 
personal apartments and inspect in a free manner the belong- 
ings of such w'omenfolk. It would, therefore, be necessary to 
make provisions for the necessary' check-up of the wealth not 
by coercive methods, but by resort to voluntary declarations and 
income-tax assessment records. If at all personal inspection is 
necessary the pow'ers for such inspection should be vested in 
the higher officials, i.e. the Commissioner of Income-tax, and 
no officer below the rank of a Commissioner should be given 
power in this behalf. My Committee further urge that jewellery 
declared not being 20% of net wealth should be considered as 
reasonable and no enquiry should be made in respect of such 
holding and/or its source of acquisition. Such a provision will 
eliminate to a very considerable extent chances of harassment. 
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THE EXPENDITURE TAX BILL, 1957 

Clause 2: 

According to Clause 2(g), the term ‘ dependent ’ has been 
defined to include only a son or daughter of the assessee, when 
he is an individual. In India, it is traditionally common to 
people of means to support or render assistance to their poor 
relations, and it is a moral obligation cast on a person to support 
his aged parents and other relations who depend upon him 
for their livelihood. Under the existing social conditions in 
our country, a person with better status in life owes a moral 
obligation to his relatives or even others, whether less fortu- 
nately placed or placed in unfortunate circumstances and for 
one reason or another, they cannot find themselves the necessary 
means of livelihood. The restriction of the definition of the 
term ‘ dependent ' would disrupt this healthy order of social 
life and would deprive the poorer relatives the benefits that 
would be passed on to them by their more fortunate relations. 
My (^lOmmittee, therefore, suggest that the definition of the term 
‘ dependent ’ should be expanded to include parents, brothers, 
sisters and oilier relations, who entirely dej>end upon tlie assessee 
for their means of livelihood. 

Clause 2(h) of the Bill defines the term ‘ expenditure ’. Idie 
definition is based on the concept of outgoings which will include 
not only expenditure items, but also items of a capital nature. 
Such a definition does not take cognisance of the net income 
concept. After all, expenditure can be incurrexi out of the net 
surplus of income, under whatever head it may be derived, and 
the approach on the basis of a pure outgoing or a payment is 
not a correct one. It is, therefore, respectfully submitted that 
* expenditure * should mean a pure item of expenditure and not 
a mere outgoing. The surplus of net income under the various 
heads of income, defined under the Income-tax Act, should be 
determined on the basis of commercial principles for business, 
profession or vocational income and the actual income in respect 
of other sources after taking into account all the expenses which 
could be related to the gross income under each head. After 
this is done and the net surplus so determined, the question 
of finding out the expenditure would arise. The definition of 
ppenditure should, therefore, be modified in such a way that 
it means only a pure item of expenditure as such incurred and 
any expenditure which is related to the gross income under any 
one of the items of charge under the Income-tax Act should not 
mean an item of expenditure for purposes of the Expenditure 
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Tax Act. In other words, expenditure should mean items other 
than those creating asset or money or money’s worth. 

Clause 3: 

I his is the charging clause, and according to it every indi- 
vidual or Hindu undivided family, whose total income in any 
assessment year under the Income-tax Act exceeds Rs. 60,000 
will be liable for Expenditure Tax under the provisions of the 
Act. An assessee’s income for the purpose of the Income-tax 
Act is notional, and not actual. My Committee suggest that 
for the purpose of the expenditure tax, the actual income of 
the assessee alone should be taken into account and not the 
assessed income. 

Clause 3: 

This clause* enumerates the kinds of expenditure which are 
exempt from the levy. Clause 5(1 )(a) exempts expenditure 
incuned by the assessee wholly or exclusively for the purpose 
oi his business, profession, vocation or oexupation, but not 
including' any personal expenditure. It is necessary to provide 
that where a part of the expenditure is incurred for the purpose 
of the business and part for personal purposes, that part apper- 
taining to business should be excluded, so that the whole amount 
may not be disallowed. 

According to item (i) of sub-dairse (I) of tlie Clause, any 
exjxTiditure incurred outside India by an assessee who is not 
a citizen of India from any income or capital accrued or realised 
outside India will not be liable to Expenditure Tax. It would 
appear that all exix*nditure incurred by a citizen of India 
residing abroad from his income derived from sources, whether 
inside or outside this country, will be hit by the provisions of 
this legislation. In this connection, my Committee desire to 
point out that there are persons who, for the purpose of their 
business or prof cession or vocation stay in foreign countries and 
receive income from sources in this c:ounti 7 and/or in those 
countries. It will be necessary for such persons and their families 
to come over to India in connection with their social obligations 
or for other purposes, and they would be incurring heavy ex- 
penditure in connection with such journeys and purposes inci- 
dental thereto. Further, their personal expenditure in those 
countries would be much higher than what they would have 
had to spend if they were in this country. Under these dr- 
cumstiinfeSf the maximur^ allowance of Rs. g4,(K)0 (Rs. 36,000 as 
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suggested by niy Oornmittec) 3vaila.blc to the «issesisee and his 
wife under the Expenditure Tax Bill would be inadequate for 
meeting the extra expenditure detailed above. My Committee, 
therefore, sugge^st that all expenditure, which they have to incur 
on acxxiunt of the pec-uliar circximstancc's in which they are 
placed, should be exempt from this tax. 

The following items of expenditure should also be exempted 
from the tax: 

(1) Medical fees and other expenses incurred for health 
reasons; 

(2) Contributions made to charities; 

(3) All expenses incurred on training or education cither 
of the assessee himself or liis dependents, in India or 
abroad ; 

(4) Expenses of foreign tour for purposes of business or for 
attending conferences of a national or international 
character; 

(5) Expenses iruunxxl on pilgrimage or for fulfilling public 
engagements or connected with puldic activities of an 
individual; 

(b) Funeral, birth and other reasonable and legitimate religi- 
ous expenses; 

(7) Expenditure incurred in repairing or rej)lac:ing immova- 
ble profKTty or for repairing or replacing loss arising 
from theft, burglary, fire or flood, damage or from in- 
advertence; 

(8) Expenses incurred while being involved in Ic^gitimate 
law suits for defending jKTson or property. 

According to sub-clause (2) of this (clause, when any exjK'ndi- 
ture is not wholly and exclusively incurred for any of the pur- 
poses specified in sub-clausc (1) of this (clause, the exemption 
would apply only to so much of the expenditure as is reasonably 
attributable to any such purpose. What is reasonable expendi- 
ture is a question of fact and there are bound to lye differences 
of opinion between the assessecs and the tax authorities in this 
regard. Any decision as to what was reasonable expenditure 
in regard to any particular item made by the Tax authotities 
may give rise to unnecessary controversy and remit in hard- 
ship to the assessees concerned. When once ah exemption is 
being made in respect of expenditure incurred with regard to 
any panicuiar item, all the expenditure 6ona fid^ inturred for 
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the purpose should be considered as exempt. My Committee, 
therefore, submit that sub-clause (2) be omitted. 

Clause 6: 

This clause provides for certain deductions and allowances 
to be made for computing taxable expenditure. In the first 
instance, my Committee desire to point out that allowances 
available to a person should be proportionate to his income and 
should not be absolute as provided for in this clause, since 
persons’ projx^nsity to spend woidd depend upon their income. 

Sub'Clause (a) excludes from taxable expenditure all taxes, 
duties, c'csijcs, or fees paid to the Government or a local autho- 
rity but not including the amounts enumerated therein. My 
Committee feel that it is necessary' to clarify that the word 
“ Government ” would include the Ccmtral as well as the State 
Governments. 

According to sub-clause (c) in resjxxt of items like jewxd- 
lery, furniture, motor cars, etc., only 1 /5th of their value would 
be cxcludcxl from taxable expenditure. My Committee urge 
that the items being asset items they should be left out of the 
purview of the Exjx^nditure 1 ax altogether and only the expendi- 
ture thereon may be taken into consideration. Even otherwise, 
while it may be conect to take l/5th for motor cars, in respect 
of furniture the lasting capacity would be for a number of years 
and, therefore, the inclusion should be to the extent of only 
1 /20th, i.e. at 5% wliich is the rate of depreciation and in 
rc*spect of jewellery which can be used for a long time and 
which will have value for all times, this should not enter the 
purview of Expenditure taxation at all. 

Sub-clause (d) provides for a basic: allowance of Rs. 5,000 
in respect of each clepcndant. As my Committee have pointed 
out earlier the definition of the term ‘ dependant ’ should be 
enlarged to include all relatives, who entirely depend upon the 
assessee for their maintenance. It is, therefore, suggested that 
the allowance of Rs. 5,000 should be made available in respect 
of each of such dependents and not restricted to the son or 
daughter alone. 

Clause 13: 

Sub-clause (3) of this Clause empowers the Expenditure 
T ax Officer to extend the date for the delivery of return under 
this Section, if he is satisfied that it is necessary to do so. The 
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Expenditure Tax Officer has been given a pure discretion to 
extend the time for the delivery of the return. My Committee 
suggest that under circumstances which justify extension of the 
time, the Expenditure Tax Officer should necessarily extend the 
time-limit. 

Clause 20: 

This clause provides for appeals to the Appellate Assistant 
Commissioners from orders of the Expenditure l ax Officers, and 
according to sub-clause (2) the appeal is to be presented within 
30 days of the receipt of the notice of demand. My Committee 
suggest that the period is not adequate and should as such be 
extended to 60 days. 

Clause 21 : 

According to sub-clause (1) of this Clause, an appeal will 
lie to the Appellate Tribunal within 60 days from the date on 
which the assessee is served with the notice of the order of the 
Appellate Assistant Commissioner. My Committee suggest that 
the period of 60 days should be increased to 90 days. There 
is no provision empowering the Appellate rribunal to condone 
delay in filing the appeal. It is, therefore, suggested that the 
Appellate Tribunal should be empowered to excuse delay and 
accept appeals made after the expiry of the pericxl provided in 
cases where the Tribunal is satisfied that there was sufficient 
cause for not presenting the appeal within that period. 

As per sub-clause (4) of this Clause, the Appellate Iribunal 
will have the power to enhance the assessment in appeal. My 
Committee feel that the Appellate Trilmnal should not have the 
jK)wer of enhancement. 

Clause 22: 

According to this Clause, the Commissioner may call for 
and examine the record of any prcKcedings under the Act, if he 
considers that any order passed therein by an Expenditure Tax 
Officer is erroneous in so far as the same is prejudicial to the 
interests of revenue. It does not appear to be fair that the 
powers of review^ vested in the Commissioner should be restricted 
to orders prejudicial to the interests of revenue. An assessee also 
should have the right to ask for review by the Commissioner 
when he has reason to feel that his interests have not been 
fully or properly taken into account in the assessment, Tht^ 
provision should, therefore, be am^nd^d, suitably. 
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Again, the Clause also vests power in the Commissioner to 
enhance the assessment on review. My Committee suggest that 
the Commissioner should not be empowered with the power of 
enhancement. 

Attention may here l>e invited to the Income-tax Act, 
whereunder the Commissioner is empowered to revise orders 
passed by any authorities subordinate to himself, which would 
mean that he could revise the order not only of the Income-tax 
Officer but also of the Appellate Assistant Commissioner. This 
Clause empowers the Commissioner only to revise the order 
passed by an Expenditure Tax Officer. My Committee suggest 
that the provision should be amended on the same lines as that 
contained in the Indian Income-tax Act. 

Clause 23: 

This clause requires that an appeal to the Appellate Tri- 
bunal from the order of the Commissioner should be filed within 
60 days of the date on which the order of enhancement by the 
Commissioner is communicated to the assessee. My Committee 
are of the view that the Commissioner should not be empowered 
with any power of enhancement. In any event, the time for the 
filing of appeal should be extended from 60 to 90 days. 

Further, there is no provision empowering the Appellate 
Tribunal to condone delay in the matter of filing the appeal. 
It is, therefore, suggestcxl that the Appellate Tribunal should 
be empowered to condone delay and accept appeals made after 
the expiry of the prcscTibed period in cases where the Tribunal 
is satisfied that there was sufficient cause for not presenting the 
appeal within that period. 

Clause 29: 

As suggested while dealing with Clause 32 of the Wealth 
Tax Bill, a provision should be made in Clause 20 of the 
Expenditure Tax Bill for an appeal from an order of the Ex- 
penditure Tax Officer imposing a penalty under this clause. 

Clause 39: 

This Clause enumerates the persons who could appear be- 
fore the Expenditure Tax authorities on behalf of the assessees. 
Income-tax practitioners have not been included in the list of 
I^sons entitled to appear before the Expenditure Tax autho- 
rities. Since the procedure for assessment, recovery and appeals 
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prescribed for the Expenditure l ax are substantially identical 
to those under the Income-tax statute and the assessments are 
to be made by income-tax olTitials ordinarily along with income- 
tax assessments, the Committee of my Chamber recommend 
that Income-tax practitioners, who have l>een handling income- 
tax assessment cases on behalf of their clientele, should also be 
allowed to appear on behalf of the assessees concerned, as this 
procedure would assist in the expeditious disposal of assessment 
cases, wliicli would othciTvise take longer time. 

Schedule ; 

The Schedide provides for the rates of Ex[>cnditiire Eax. 
It is presumed that the rates are based on the usual slab system. 
It is felt that a clarification sliould be made in this regard, in 
order to obviate cliances of any future complications of harass- 
ment to the assessees. Again, the progressive rates of tax prt's- 
cribed in the Schedule are very harsh. My Committee? suggest 
that the minimum rate of tax should be fixed at 5 per cent and 
the maximum at 50 per cent. 

Furtlicr, as taxable expenditure has not been clearly defined 
in the body of the Act, in order to have conect appreciation of 
the incidence of the Expenditure Tax levy, my Committee sug- 
gest tliat it is necessary to define clearly the term ' taxable 
expenditure ’ either in the l)ody of the Ac t or in the Schedule 
annexed to it. • 

My ("ommittee also suggest that it is of the utmost iinpc^rt- 
ance that in no event should the total levies under the various 
heads of Income tax, Wealth J’ax and Expenditure l ax exceed 
the total assessed income of the person conccTncd. 

Under the Bill, the miriimuni allowance available to an 
assessee stands at Rs. 24,000 and the income limit exempted is 
Rs. (30,000. The net savings, after paying income-tax and super- 
tax, for an assessable income of Rs, (30,000 is Rs. 3(3,000. I'fuis, 
a person with an income of Rs. (30,000 can spend Rs. 36,000, 
whereas a person with a higher income and with a bigger saving 
cannot s|X!rid more than Rs. 24,000, unless he takes ujxm him- 
vself the liability for the expenditure tax. It is, therefore, respect- 
fully submitted that, apart from an invidious distinction being 
created between the various income groups, the minimum allow- 
ance on the basis of the reasoning so made cannot be fixed at 
less than Rs. 36,000 and, therefore, my Committee strongly urge 
for the minimum allowance to be raised to Rs- 36,000, on the 
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distinct understanding that the various exemptions asked for are 
not disturbed. 

My Committee have made detailed observations regarding 
the various clauses of the Bill, but they are of the strong view 
that the I'lxpenditure Tax as such should not be imposed at all 
and the observations made on the various clauses have been 
made subject to the main contention that the imposition of the 
Expenditure l ax is not at all desirable and that it should not 
be implemented during the planning period. 

In conclusion, the Committee of the Chamber would re- 
capitulate, as under, some of the more important observations 
and suggestions made by them in the foregoing paragraphs in 
regard to the Budget Proposals of the Go\ernment of India for 
the year 1957-58 as also the legislations intnxluced in Parliament 
for giving effect thereto: 

(1) Taxation measures should be so regulated as to main- 
tain, nurse and stimulate savings both, corporate and 
individual, instead of the same being used on a pro- 
gressive scale to divert resources to the public sector 
only, crippling in tlie process the resources at the dis- 
posal c)f the Private Sector. 

(2) While the burdens imjx>sed by new taxation during 
last 15 months are beyond the capacity of the country’ 
to bear, the future cannot I)c contemplated with ecjuani- 
mity if all the resources to cover the expectcxl gap of 
Rs. 858 crores or even a very substantial part thereof 
would have to come out of additional taxation during 
the next 5 years. 

(3) 1 he real resources available to the country arc not 
adcc|uatc for launching upon a Plan of the present 
magnitude, and since the country’ would not be able to 
bear the burden of taxation at the rates contemplated 
as also deficit financing on any hirge scale, a more 
realistic approach in ihc matter is called for. 

(4) The strain and stress on the tax-paying public should 
not be of such a magnitude as to impair confidence and 
would create a feeling of utter disappointment, and if 
as a result of appreciation in prices the cost of the Plan 
goes up, the logical remedy would lie in confining the 
layout to more essential projects. 

(5) In fixing the layout for the Plan, no consideration has 
been shown for the income potential as a result of the 


220 


REPORT OF THE 


huge investment programme and this factor itself should i 

warrant a proper readjustment of the Budget estimates | 

and after taking due cognisance of such income jKHential j 

the nc'cd for resort to furtlier and heavier taxation may | 

not exist. | 

(6) Initiation of changes in tax structure in order to make 

tax yield more res{>onsive to increased incomes and faci- | 

litate an orderly development of the economy would 
stand implemented in theory alone, inasmuch as the net | 

result of changes being effected may ultimately be that | 

the country gets diminishing returns and for the sole ; 

objective of making the Plan not flexible at all the | 

very produc tive sources may get crippled. | 

(7) Resort should have to be made to a well-regulated j 

borrowing progiamme and axxlit terms as also the parti- I 

cipation of the industrially advanced countries for the 
setting up of industries in our country as sucli a ^ 

method would mean a rational readjustment of the J 

Budget layout. The prcKcss of finding out more than 1 

10 per cent of the resources for capital outlay from the | 

Revenue resources cannot at all be justified. f 

(8) There is an imperative need which has been stressed 5 

from different quarters recently for keeping non-develop- | 

mental expenditure to the minimum level possible so as 'I 

to make iiuxeasing resources a\ailable for developmental t 

activities. 5 


(9) Constant vigilance, critical analysis and continuous eco- 
nomy in connection with the cost of carrying on the 
administration of the country and that of running the 
Plan arc the inevitaf)lc necxls and responsibilities of the 
hour. 

(10) On the economic position being reviewed from time to 
time, and a proper readjustment and layout being made 
of the Plan fulfilment and the budgeting of the relevant 
items, the need for resorting to heavy additional or fresh 
taxation may not exist and, therefore, a realistic 
approach and a reasoned consideration is called for. 

(11) With the heavier and additional taxation corporate 
enterprise in the country would find it extremely difficult 
to function properly, let alone the question of incentives 
to save and invest being provided. If the present un- 
favourable climate for capital formation in the country 
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continues it may have serious repercussions on the sue* 
cessful implementation of the Plan itself. 

(12) Dividend income, which is the produce of equity capital 
and which is the life-blood of corporate enterprise, 
should be treated as earned income and taxed as such. 

(13) Ploughing back of profits is no doubt essential and if 
for facilitating such ploughing back excess distribution 
of dividend is penalised, there is all the more reason 
for the total abolition of the tax on bonus issues. 

(14) In any event, the simultaneous levy of a tax on excess 
distribution and on bonus issue is a contradiction in 
terms and cannot be justified on any fair and reasonable 
grounds. 

(15) The reduction of the distributable minimum to 45 per 
cent made available to Sec. 23A Industrial companies 
should also be given to trading companies coming under 
the purview of that Section and carrying on such busi- 
ness which help in earning of foreign exchange. 

(16) As regards the proposed tax on wealth its levy is neither 
wise nor justified, particularly when rapid economic 
development of the country is the prime need of the 
hour. 

(17) Wealth lax on companies being a tax on productive 
capital will not only divert productive resources from 
the Private Sector to tlie Public Sector but will also act 
as a damper on corporate investment as a whole and 
should not therefore be imposed. 

(18) The imposition of wealth tax on corporate undertakings 
will seriously deplete their financial resources and the 
impact of these new burdens will not only cripple their 
competitive strength but may also in cases like Shipping 
Companies, affect their very existence and should there- 
fore be dropped altogether. 

(19) The imposition of the Wealth Tax on Individuals and 
Hindu Undivided Families can, in any event, be thought 
of only after a very substantial reduction in the personal 
rates of taxation has been made and such a levy can, 
if at all, be justified only with the rate of the highest 
slab being brought down to the maximum of 50 per 
cent. 
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(20) If, however, the Wealth Tax should remain, the follow- 
ing amendments are to be made in the Wealth Tax Bill: 

(a) Wealth usefully employed for industrial and inci- 
dental purposes should remain exempt whether tax 
be on individuals, Hindu Undivided Families, 
Partnerships and Associations on the one hand or on 
Companies on the other; 

(b) In addition to companies coming under the purview 
of Sections 15C &: SOA of the Indian Income-tax 
Act being exempted from the levy, it is necessary 
to exempt the shareholders of such companies also 
from the iev'y in regard to their respective share- 
holdings; 

(c) 'I’he test for determining the imposition of wealth 
lax on companies should not be whether the shaies 
arc held in the hands of particular individuals but 
whether the wealth of the resjx;ctive companies is 
employed for industrial, commercial or such inci- 
dental purposes which arc contributing to the eco- 
nomic progTess of the country and if the assets are 
so employed, the respective wealth should remain 
exempt from the purview of the Wealth 1 ax 
legislation; 

(d) The valuation of business assets should be on the 
basis of the cost less all the depreciation allowable 
for it under the Income-tax Act. In respect of non- 
business assets the proper method should be to take 
the cost or market value whichever is lower and in 
ca.se the Department desires to put a higher value 
the assc*ssce should have the option of selling that 
property or asset in question to Government at the 
value fixed by Government for purposes of wealth 
tax levy. Tax on the basis of market values will be 
an amount of collection out of all proportion and 
may have its impact on the very existence of indus- 
tries in this country" 

(e) In case of business and other assets, the tax should 
not be levied unless such assets earned a net profit 
of at least 6 per cent on their capital value. The 
value of goodwill should Ite excluded in calculating 
net wealth unless the goodwill amount is actually 
realised; 
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(/) Public charitable trusts, non-profit-making associa- 
tions, whether registered under the Companies Act 
or not, which have no busineSvS activity as such, 
should be exempted from the provisions of the 
legislation under separate section; 

(g) Foreign property owned by Indian citizens whether 
agricultural or not, should not be subject to this 
levy. In any event, exemption should be given in 
respect of properties situated outside India from 
which the owners are not able to receive the I>cnefus 
due to remittance difficulties; 

(/?) In all cases where the assesscc is regularly preparing 
balance-sheets the valuation date shoidd conform to 
the date to which the balance sheet is prepared, 
whatever the previous year for other .sources of in- 
come of the asses-sec; 

(/) Where assets are held by court of wards, 
administrator -general, trustees, etc., and wealth tax 
lev) is made on them in respect of such assets, they 
should be given a first charge on the income of the 
asset for payment of the tax due on the .same; 

(j) Liability of tigents in respect of properties owned by 
persons not resident in India should extend to a 
resident agent only w'hcre the agent in question has 
absolute control over the property or wealth as if 
it belonged to him; 

(k) With regard to any dispute of valuation, the same 
.should be referred to independent persons as arbi- 
trators and the proceedings conducted under the 
Indian Arbitration Act; 

(/) The power of review vested in the Commissioner 
should not be confined to cases where the decision 
of the Wealth F ax Officer has been prejudiced to 
revenue but should also extend to all cases where 
the assessee feels that justice has not been done to 
him; 

(m) Right of appeal should also be prov ided from order 
imposing a penalty in the course of recovery of the 
wealth tax due from an assessee; 

(n) Income-tax practitioners should be allowed to appear 
before the Wealth Tax Authorities; 
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(a) The minimum net wealth not liable to tax should 
be increased to Rs. 5 lakhs in the case of Individuds, 
Rs. 7 lakhs in the case of Hindu Undivided Families 
and Rs. 10 lakhs in the case of Companies. As in 
the Estate Duty Act over a particular range assps- 
ment of wealth tax should be made by Inspecting 
Assistant Commissioners and above a still further 
range by Commissioners; 

(p) The most incquitous part of the wealth tax levy 
being the incidence of double taxation, with a view 
to remove this obnoxious feature the concession con- 
templated under Rule 2 of the Schedule should also 
be made available in respect of companies, public 
as well as private, including Sec. 2,SA Companies; 

{(]) The Wealth Tax l)cing a totally new measure ^eat 
care sliould be taken in its administration. Officers 
below the rank of Commissioner should not be vested 
with any powers of search and as far as possible 
check up of wealth should be done by resort to 
voluntary declarations and income-tax assessment 
records and coercive method.s should not be 
employed for this purpose. 

(21) The Expenditure 'Tax, being a measure having no 
parallel in the tax system of any country and being very 
difficult to handle administratively, the imposition of the 
same will not at all be desirable and should be dioppcd 
altogether. 

(22) If. however, the levy is to remain, the following amend- 
ments require to be made in the relevant Bill: 

(a) The definition of the term “ Expenditure ” should 
be modified in such a way that it means only a pure 
item of expenditure as such and any expenditure 
which is related to gross income under any one of 
the items of charge under the Income-tax Act should 
not mean an item of Expenditure. In other words, 
expenditure should include, only items other than 
those creating an asset or money or money’s worth; 

(b) Definition of the term “ Dependent ” should be ex- 
tended so as to include parents, brothers, sisters and 
other relations who entirely depend upon the assessee 
for their means of livelihood; 
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(r) All expenditure incurred on relatives, whether they 
be near relations or not, should be excluded from 
Expenditure Tax; 

(d) The items of expenditure listed below should also 
be exempted from this tax: 

(i) Medical fees and other expenses incurred for 
health reasons; 

(ii) Contributions made to charities; 

(iii) All expenses incurred on training' or education 
either of the assessee liimsc^lf or his dependents, 
in India or abroad; 

(iv) Expenses ol loreign tour for business purposes 
or for attetiding' International Conferences; 

(v) Expenses incurred on pilgrimage or for fulfill- 
ing public engagements; 

(vi) Funeral, birth and other religious expenses; 

(vii) Expenditure incurred in repairing or replacing 
of immovable property or for repairing loss due 
to theft, burglary, fire or flood, etc.; 

(viii) Expenses incurred for defending person or 
property in legitimate law suits; 

(e) Items like Jewellery, Furniture, Motor-cars, etc., in 
resjxxt of which only 1 /5th of their value is to be 
excluded from taxable expenditure, being asset 
items, should be left out of the purview of the Ex- 
penditure Tax altogether and only the expenditure 
thereon may be taken into consideration; 

(/) The power of review by the Commissioner should 
extend to all cases of injustice and not confined to 
cases where it is prejudicial to revenue; 

(g) Minimum allowance available to an asses^see should 
be raised to Rs. 56,000 from Rs. 24,000 on the dis- 
tinct understanding that the various exemptions 
asked for are not disturbed. 

The Committee of the Chamber respectfully request tliat 
the Government of India vv'ill be pleased to give their very earnest 
and careful consideration to the comments and observations 
made in the preliminary paragraphs on the general aspects and 
trends of Government’s Taxation Policy as also the views and 
^^ggesttons offered on the different provisions of the individual 
15 
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Bills introduced to give effect to the Taxation proposals of the 
Government during the year 1957-58. 


APPENDIX 

THE SECOND FIVE-YEAR PLAN 


Finance for the Public Sector 

Estimates : ‘ 

(1) Surplus from current revenues 

(2) existing (1955-56) rates of 

taxation • • 350 crores 

Additional taxation . - 450 ,, 

(2) Borrowings from the Public 

(3) Other Budgetary Resources 

(4) Resources to be raised externally 

(5) Deficit Financing 

(6) Gap — uncovered 

Total (original) 

Revised to 


Rs. 


800 crores 
1,200 „ 
400 „ 

800 

1,200 „ 
400 „ 

Rs. 4,800 crores 
Rs. 5,400 crores 


Shortfalls : 

Owing to revised estimate of the Plan to 
Rs. 5,400 crores 

Owing to revision in estimate of Deficit 
Financing from Rs. 1,200 to Rs. 800 crores 

In borrowings, loans, small savings in the first 
2 years of the Plan 

Original Gap left uncovered 


Leas : 

Extra resources that would be 

Rs. 

available by additional taxation 
measures already introduced 
since the beginning of the Plan 

350 crores 

From additional taxation by the 

States 

ir>o „ 

From additional Foreign Aid 

200 „ 


Rs. 

600 crores 


400 „ 

158 „ 

400 „ 

Rs. 1,558 crores 


700 crores 


Balance to be covered 


Rs. 858 crores 


INDIAN M E R C I f A N T S ’ CHAMBER 


227 


APPENDIX 10 

Enquiry by the Finance Commission 

Letter No. 916 dated 1 8th April 1937 from Chamber to the 
Secretary f Finance Commission. 

I am desired to refer to the Press Note issued by the Com* 
mission dated the .^Ist [uly 1956, inviting' the public to make 
observations and suggestions on the problems to be examineil 
by the Commission in the light ot the terms of reference to the 
Commission. 

la terms tiiereof the Commission has to make recornmenda* 
tions to the President as to: 

(V/.) the distribution between the Union and the States of 
the net pnKeeds of taxes which are to be. or may be. 
di\ided between them under Chapter 1 of Part XII 
of the Constitution :tnd allocation between the States 
of the res[K‘ctive shares of such proceeds; 

(5) the principies which should govern the grants-in-aid 
of the revenues of the States out of the Consolidated 
Fund of India; 

(c) the continuance or modification of the terms of any 
agreement entered into by the Government of India with 
the Government of any State s{>ecified in Part B of the 
First Schedule under clause (1) of Article 278 or under 
Article !i06; and 

(d) atiy other matter referred to the Commission by the 
President in the interests of sound finance. 

The other matters referred to this Ciommission under id) 
above, are — 

(i) the sums which may be prescribed under Article 273 
as grants-in-aid of the revenues of the States of Assam, 
Bihar, OriSvSa and West Bengal, in lieu of assignment 
of any share of the net proceeds in each year of export 
duty on jute and jute products to those States; 

(ii) the States which are in need of assistance by way of 
grants-in-aid of the revenues of those States under 
Article 275, and the sums to be paid to those States, 
having regard, among other considerations, to: 

{a) the requirements of the Second Five-Year Plan, and 
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(b) the efforts made by those States to raise additional 
revenue from the sources available to them, 

(iii) the principles which should govern the distribution 
under Article 269 of the net any financial year of estate 
duty in respect of property other than agjricultural land, 
levied by the Government of India, in the States within 
which such duty is leviable; and 

(iv) the modifications, if any, in the rates of interest and 
the terms of repayment of the loans made to the various 
States by the Govenunent of India between tlie 1.5ih 
day of August 1947 and the ‘list day of March 19,’>6. 

It will be observed that your Commission has been required 
to examine and make recommendatious on the questions referred 
to the First Finance Commission, and certain additional matters 
as contained in the terms of reference No. (D). 

My Committee particularly welcome the specific enquiry in 
para II of the terms of reference, viz. the determination of the 
basis and the extent of assistance required by various States in 
the context of their growing responsibility for tlie successful 
implementation of the tasks assigned to the States under the 
Plan. They believe that the efforts made by the Slates to raise 
the maximum revenue from their own resources is a factor of 
vital importance in the determination of this basis and the 
extent of assistance has to be related to the States’ capacity to 
tap effectively the sources of revenue already available to them. 
The requirements of the State judged either by the numerical 
strength of the population or by the degree of backwardness 
cannot be the sole consideration, or even the prime factor, in 
detennining the extent of assistance because while it does not 
contribute towards self-effort, it certainly gives room for indol- 
ence, if not inefficienq'. The recommendations of the First 
Finance Commission, viewed from this angle, have not been very- 
helpful to States which have exerted their utmost to rely on 
self-help and to reach the targets of revenue realisation set for 
them by the Planning Commission. This is particularly so in 
the matter of allocation of shares to different States in the 
revenue from income-tax. Considerations which would apply 
to grants-in-aid were applied to the distribution of taxes tending 
to make the basis of allocation unscientific. Bombay is an 
example of a State which has done its best to match the help 
it has received from the Centre by creating its own resources. 
Yet its ever increasing efforts at self-help and self-dependence 
have not evoked that degree of response as it would justifiably 
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expect. My Committee will deal with this aspect more compre- 
hensively at a later stage. At this stage they would only place 
on record their appreciation of the fact that this aspect has 
been specifically referred to ihe present Finance Commission and 
express the hope that the Commission will give full considera- 
tion to the same and evolve a just and scientific pattern of 
distribution of resources among the States giving due emphasis 
to various factors and aspects relevant to the problem. 

Ihe Committee of the Chamber would now proceed to 
make their observations and offer suggestions with regard to 
some of the issues raised by the various terms of reference. 

Distribution oj Taxes on Inconie other than the Corporation 
Tax : 

The problem of determining the correct basis of allocation 
of revenues derived from taxes of income other than the corpora- 
tion tax. as between the Centre and the constituent States of 
the Union has always bristled with difficulties in a country 
having a federal constitution. The gradual evolution of the 
constitutional pattern leading to the Cknemment of India Act 
of 19-k5, the dawn of independence in 1947, which simultane- 
ously involved the partition of the country and the subsequent 
adoption of the Constitution of India, striking a fine balance 
between the unitary and federal forms of Constitutions, have, 
in the case of our country, made the task of securing a judicious 
balance between the competing claims of the Centre and the 
States on the one hand, and the States inler se, all the more 

difficult. The complexity of the problem is evident from the 

fact that the various Committees that had in the past examined 
the problem, have not been able to evolve a basis and criterion 
which could be uniformly applied for the purpose of allocation 
of Income-tax. 

The problem raised by this tenii of reference is two fold; 
one is the determination of the respective share of the Centre 
and the States in the distributable revenues derived from taxes 
on income other than the corporation tax, and the other is the 
allocation of the divisible pool among the various States. 

An inquiry into the relative needs of the Centre and the 

provinces was carried out by Sir Otto Niemeyer in 1937; the 

provincial shares in the divided heads of Central Revenue and 
the subventions to some of the provinces were fixed by an Order- 
in-Council, whicli, subject to certain modifications during the 
war, remained in operation till 15th August 1947, The 
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Nienicycr Award stipulated that the full 50 per cent share will 
devolve after the lapse of 


bution of the provincial 
prescribed as under: 

Madras 
Bengal 
Assam 
Sind 
Orissa 


share 

from the divisible 

pool was 

Wr' 

^ • o 

Bombay 

. 20 % 

20 % 

Punjab 

«% 

9(7/ 

*" /o 

Bihar 

• 10 % 

oo/ 

- /o 

C.P. 

•'■*% 

oo/ 

^ /O 

N.W.F.P. 

1% 


The Expert Cloniinittee on Financial Provisions of the 
Union Constitution (1947), had emphasised that the main pro- 
blem was to make available to the States sufficient funds for the 
successful implementation of their schemes of development and 
guided by that consideration had decided that the allocation 
of the taxes on income between the Centre and the States should 
be on the basis of 40:60. In regard to the cpiestion of alloca- 
tion of shares of income-tax among the States, the Committee, 
afic^r taking into consideration the various factors, such as the 
basis of collection, population, the needs of the Slates in the 
context of their financial requirements, decided that the divisible 
pool, i.e. 60 per cent of the net proceeds should be distributed 
among the State’s on the basis of factors weighted according to 
the following percentages: 

1. Population ... 20% 

2. Collection ... • . 35% 

3. Adjustment necessary for mitigating 

hardships ... ... 5^/[, 


In the meanwhile the allocation of the share released by 
the States which as a result of partition, ceased to be Indian 
territory, began to engage attention. The Government of India 
entrusted this task to Shri Chintaman Deshmukh who gave a 
binding award, in terms of which the net proceeds derived from 
taxes on income other than the corporation tax were continued 
to be divided equally between the Centre and the States, the 
allocation amongst the States being based on population, some 
weigh tage being shown to the financially weaker States. 


The First Finance Commission, in deciding upon the share 
of the Centre and the States, struck a compromise between the 
percentage recommended by the Exj:)ert Committee of the Con- 
stituent Assembly on the Financial Provisions of the Union 
Constitution, viz. 40:60, and that by the Deshmukh Award, viz. 
50: 50 by raising the States* share to 55 per cent. 
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In justifying the decision that the Centre and the States 
should share the revenues derived from taxes on income in equal 
proportion. Sir Otto Niemeyer had observed that important 
aspects such as the strengthening of the financial stability of the 
Centre, the future needs of the States and the need for main- 
taining a reasonable adjustment of the relative burdens between 
the various units had to be taken into account and it was not 
right that any particular criterion or factor should be given a 
preponderant importance in deciding upon the manner in which 
the Centre and the States should share these resources. The 
very factors which Sir Niemeyer felt should influence the deci- 
sion in regard to the distribution of the income-tax between the 
Centre and the States, now suggest that the States’ share of 
revenues on income-tax should be raised to 60%. Even con- 
sidering the enormous developmental expenditure that the 
Central Government has had to incur during the last few years, 
the finances of the Centre are not such as to raise any serious 
misgivings. As against this, the needs and requirements of the 
States in fulhlling their part of the obligations under the planned 
programme of development are ever increasing, and this is 
obvious from the deficits revealed by the budgets of the States 
during the last few years. The time therefore is overdue for a 
proper appreciation of this aspect and to permit the States, 
as recommended by the Expert C'ommittee on financial provi- 
sions, to share the net proceeds of taxes on income other than 
the corporation tax to the extent of 60%. 

'Fhe next cjuestion to be decided upon as required by the 
second half of this terms of reference is in regard to the basis 
on which the States’ share of income from taxes should be dis- 
tributed, and the various factors which should be taken into 
account in determining that basis. The factors which may be 
taken into account for this purpOvSe are as follows: 

1. Collection of income-tax in various States. 

2. The amount of income-tax realised in respect of 
incomes wherever earned of individuals in different 
States. 

3. Collection of income-tax in the various States adjusted 
with reference to the origin of income. 

4. The relative population of each State. 

5. The needs of the State. 

It is extremely difficult to decide upon one single factor 
which can be uniformly applied for purpose^ pf aUpcatipn of 
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share of incomeTax. The First Finance Commission recom- 
mended that the distribution of the States’ share among the 
various States should be: 

1. 80 per cent on the basis of population; 

2. 20 per cent on the basis of collection of income-tax 
of tfie States. 

Various expert examinations of this problem ha\e been under- 
taken at the instance of the Government of India during the 
post-war years, and the trend of opinion revealed by such exami- 
nations would suggest that in any objective appraisement of the 
constitutional provision in terms of which this question has to 
be decided, attributabiliiy rather than needs should be the 
guiding factor. In other words it is not the population of a 
State but the extent of its contribution to the pool of income- 
tax which should have a preponderant role to play in deciding 
its share of the income-tax. Thus the Expert Committee on 
the Financial Provisions of the Ckmstitution in reeommeding 
the following basis: 

20 ptr cent on the basis of populatioti, 

35 j^er cent on the basis of collection, 

5 per cent adjustments, 

observed that the objection to this basis (needs) is that a share 
is something to which the Province is entitled to because its 
citizens or things have in some measure contributed to the fund 
while the grant is something given to it without regard to its 
contribution to the Centre or any common pool ”. 

It will thus be seen that the First Finance Commission has 
over emphasized the factor of population in deciding upon a 
State’s share of income-tax. The State of Bombay is naturally 
not happy over this recommendation of the First Finance 
Commission. In fact ever since the Niemeyer Award the State 
has continued to nurse a feeling of grievance on this score, and 
the State Government has been pleading on successive occasions, 
that in the light of the contribution that it makes to the Central 
Pool, it is entitled to a much larger share than that decided 
upon by the Central Government from time to time. The 
pleadings of the State Government have been in vain. Under 
the Niemeyer Award the States’ share of the divisible pool was 
20%. In 1948-49 Bombay’s contribution represented over .42%, 
but as per the ad hoc arrangements made after the partition 
this percentage was inaeased only to 21. The Deshmukh 
Award continued this arrangement. The First Finance Com- 


INDIAN merchants' C H AMBER 233 

mission however has brought this down to 17.5 per cent and the 
jntenm recommendations of the present Finance Commission 
by fixing the share of the enlarged Bombay State after the 
reorganisation of States at 18.91 per cent have only accentuated 
the feeling of disappointment that notwithstanding the increas- 
ing contribution that it is making to the Central Pool in the 
■shape of income-tax revenues, its claim for a just, fair and 
reasonable share continues to be ignored. Mv Committee feel 
that, viewed from any angle, the case for a substantial increase 
in the share of Bombay to the total revenues from income-tax 
i*T Take lor example the question of population. 

L iider the Niemeyer Award, the State s share was hxed at 20‘y 
when the total population of the State was about 2 CTorcs° 
y the time of the Deshmukh Award the population had incrcas- 
, a result of the reorganisation of States, 

the Districts of Karnatak, which formed part of the pre-reorgani- 
sation of Bombay State, have gone out. The former Part C 
State of KiUch and Saurashtra. the Vidarbha region of the former 
Madhya Pradesh and the Marathwada region of Hyderabad 
have however been integrated in the Bombay State, which take 
the total population of the Bombay State to 1.8 crores. And yet 
the interim recommendation of the present Finance Commis- 
sion fixes Bombay State's .share at 18.91 per cent. 

I he contribution of the reorgani.sc;d State of Bombay is 
estimated as being over .50 per cent of the divisible pool Mv 
Committee therefore have no hesitation in expressing the view 
that from the considerations of both attributability, i.c. collec- 
tions and the population, i.c. needs, the case of Bombay for an 
increased share in the income-tax allocation rests on sure 
grounds. 

In emphasizing these aspects my Committee would impress 
uf»n the Commission the fact that commerce and industry play 
a dominant role in the economy of the State. The main contri- 
bution of the people of the State to the Central Exchequer is 
made up of income-tax and customs duties which form a sizeable 
portion of the revenues of the centre, and yet compared to that 
contribution, the advantage derived therefrom by the States’ 
people cannot be deemed to lie adequate or satisfactory. 

1 he new enlarged State that has come into being, is enormous 
in size with a population of 4.8 crores, the second largest in 
the country. In the economy of the State agriculture as well 
as industry play an important part, and both together have 
assisted the phenomenal growth of trade and commerce 
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Among the agTicultural products commercial crops such as 
cotton, oilseeds, sugar, tobacco are in abundance. This explains 
the importance of manufacturing activities in cotton textiles, 
vanaspati oils, sugar, tobacco, eic. Besides these, some of the 
other industries of wliich a special mention should be made are 
diesel engines, soaps, electrical motors, bicycle manufacture and 
confectionery. The industrial importance of the State has been 
particularly inaeased since the setting up of the oil refineries 
in Bombay. 

With the integration of the V’idarbha region, the State has 
secured important sources of supply of minerals like gypsum, 
bauxite and China clay. The condition of availability of these 
mineral resources within the rc*gion would further help the 
tempo of industrial activity made possible by the setting up 
of new' industries. 

The State again is tlie nerve centre of such important eco 
nomic: activities as Banking and Insurance. It can claim within 
its boundaries two important ports, viz. Bombay and Kandla 
which is fast coming up. With the assistance of these 
two ports, the State will be able to claim over 40% share in the 
overseas trade of the countrv. 

Thus the abundance of the natural resources,, fairly large 
agricultural production and concentration of many industries 
have created the necessary climate for trade and commerce and 
the same has come to be the mainstay of the economy of the 
vState. This cironnstance has enabled it to be in a position to 
make a handsome contribution to the Central revenue in the 
shape of customs duty, union excises, corporation tax, tax on 
incomes as well as Estate Duty. People of the State however 
are not able to derive the full benefit of the prosperous condi^ 
tions in the State as these measures of taxation fall under the 
Central head. It is only emphasizing the obvious to say that 
the people of the State are justified in expecting that the State 
should be enabled to increasingly share in the Central revenues 
in which their contribution is growing from year to year. Thus 
the case for raising the income-tax allocation to Bombay State 
is again reinforced. 

The preponderance of industry and trade in the State of 
Bombay have on the other hand created certain special problems 
for the State. It has given lise to a number of towns and cities, 
with relatively large populations, the more important among 
them being Bombay, Ahrnedabad, Poona, Sholapur, Surat, 
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Baroda, Kolhapur, etc. With the merging of the new territories 
in the reorganised State, industrial towns like Nagpur, Jam- 
nagar, Rajkot and Bhavanagar, each with a fxipulalion of over 
a lakh of people, have been included in the State. Many of 
these centres, in view of their thriving industries, provide aniple 
scope for employment opportunities. Existence of conditions 
created by the concentration of population in a large number 
of cities naturally create a crop of problems calling for attention. 
My Committee, while not wishing to enter into a delailtTl 
discussion of this aspect, would like to bring to the notice of 
the I'inance Commission the urgent and imperative need to 
tackle the same in a manner conducive to the betterment of the 
working conditions of the people concerned. Problems such as 
maintenance of law and order, hygienic living conditions, slum 
clearance, etc. are of greater intensity and magnitude in indus- 
trial areas, owing to over crowding and pressure of population 
calling forth colossal efforts and a huge expenditure for their 
solution and the people of the .State naturally expect that the 
State should be able to derive a gicater benefit out of the pro- 
cecxls of taxes on income and other imposts t;ontributed bv 
them through their pursuits and avocations. As otherwise, the 
veiy reasons which enable them to contribute largely to the 
Central fisc may, ironically' enough, be responsible for imposing 
on them greater tax burdens at the hands of the State Govern 
ment in its efforts to find lesources to meet expenditure neces- 
sitated by conditions above refenal to. 

The State s case for an increase in the alhxalion of taxes 
on income is also strengthened from the considerations of the 
effoi ts that it has made to raise its own resources to the extent 
envisaged by the Planning Commi.ssion towards fulfilment of the 
schemes of development assigned to the State under the First 
Five-Year Plan. The First Five-Year Plan for the State of Bombay 
envisaged a total outlay of 14,643.5 lakhs of Rupees. Out of 
this the State had expected to find finances to the extent of 
Rs. 14,631.31 lakhs, which inter alia was expected to be out of 
the finance rai.sed by additional taxation of the order of 23..5 * 
trores. Of this^ the State Government was expected to levy 
additional taxation to the extent of 15 crores and the balance 
was to be met from the State’s share of centrally collected taxes 
like Estate Duty, taxation on inter-State transactions, etc. It 
is well known that the contribution received by the State from 
the levy of Estate Duty lias fallen below the expectations. 
Measures for centrali.sation of the sales tax on inter-State trans- 
actions have l>een taken only recently and the Act is now to be 
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enforced only from 1st of July 1957. The State therefore could 
not invoke the assistance of revenues derived from this source, 
and perforce it had to fall back on its own resources. All the 
same it has not only made an effort to raise the necessary 
revenue through additional taxation measures but has actually 
exceeded the targets of revenue realisation laid down by the 
Planning Commission. In the result the State has been enabled 
to surpass the amount of planned expenditure envisaged to be 
made by the State during the period of the First Five-Year Plan. 
Among the taxes, the rates of which have been raised during the 
Plan period, mention may be made of the taxes on motor 
vehicles, sales tax on petrol and the general sales tax. This 
additional effort has to be viewed in the context of the fact 
that the budget of the State has considerably expanded over the 
last 17 years and the pattern and composition of the same have 
undergone substantial changes. After a series of surplus years 
from 1940-41 the State Government had been confronted with 
the position of having to make up small deficits from the year 
1949-50. The State, however, has always made an effort to 
balance its budget and in order to meet the budgetar)’ gaps the 
State Government resorted to the expedient of levying fresh 
taxes and/or stepping up or increasing the rates of existing taxes 
from time to time. Inaeases in almost all the items of taxation 
have been going up substantially. The per capita taxation, 
Central, State and local, is Rs. 44 in the State which is 75% 
more than the all-India average. The duty rate on electricity 
consumption, especially by industrial units, is higher in Bombay 
State as compared with the other States thus placing the indus- 
tries here in a position of comparative cost disadvantage. 
Incidence of motor vehicles taxation in India is the highest in 
the world. Similarly the stamp duty rate in Bombay State is 
the highest in the country, which incidentally has led to certain 
amount of diversion of trading activities from Bombay affecting 
the forward market transactions. 

^ In the light of this position it is but reasonable to expect 
that the allocation of the State\s share of taxes of income other 
than corporation tax would be based on a proper appreciation 
of the efforts made by the State to raise its own resources to 
the extent possible.. The people of the State are naturally 
justified in expecting some relief from the high rate of taxation 
that prevails in Bombay State. In any case, they would be 
justified in their expectations that at least circumstances would 
be created which would obviate the necessity for any large-scale 
additional taxation measures by the State Government. My 
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Committee, therefore, request that the Finance Commission 
while taking into consideration the question of allocation of 
shares to the States out of the proceeds of taxes on income will 
do full justice to this factor. 

There is another factor arising out of this which also needs 
to be prominently taken into consideration. As they have 
already pointed out in the foregoing observations the State of 
Bombay has not only fulfilled but exceeded the target of addi- 
tional taxation during the period of 5 years. The same happy 
position does not obtain xns-a-vis many of the States and their 
efforts made for securing additional resources through fresh 
taxation measures have lagged far behind the targets laid down 
by the Planning Commission for the purpose. At the same 
time as a result of the recommendations of the First Finance 
Commission, which, as already pointed out, has overweighted the 
consideration of the population, these very States were recipients 
of a larger share of the allocations from the taxes on income. 
Here therefore a curious position arises in that the State which 
has endeavoured its utmost to put in efforts for securing self- 
dependence to the extent decided upon by the Planning Com- 
mission, actually fails to secure enough justice at the hands of 
the Finance Commission in the matter of allocation of shares 
from income-tax and the States which got the larger benefit 
as a result of the recommendation of the Commission, have failed 
to make any serious effort to raise their own resources. My 
Committee w^oiild like to point out that if this position is 
allowed to continue it will have a very dislieartening effect 
on the efforts of those States which have tried to abide by the 
guidance of the Planning Commission. My Committee there- 
fore request the Commission to give serious consideration to 
this aspect also. 

Another question for consideration w^hich is germane to 
this aspect is the factor of performance of the States in the 
matter of execution of various developmental schemes and pro- 
jects with the financial assistance secured from tlie Centre. 
Factors such as needs of the States with reference to population 
or the backward conditions of the region therein have, in the 
past, weighed in the determination of the quantum of financial 
assistance by the Centre to the States. While at the earlier stage 
p^haps it was inevitable that the question as to the f|uantum 
of financial assistance required by the State was decided upon 
by t^mg into consideration such factors as needs and conditions, 
my Committee believe that, in the examination of this aspect, 
the Commission should, at the same time give prominent 
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consideration to the factor of performance, i.e. to what extent 
the recipient States were able to absorb the Central assistance 
and utilise the same for various developmental schemes. This 
aspect, my Committee believe, should receive closer attention 
while examining the question of future claims of the States to 
financial assistance from the Centre. Instances are not wanting 
wherein some of the States, having received a handsome finan- 
cial assistance by way of grants, have not been able to gainfully 
utilise the funds made available to them by the Centre to any 
substantial extent. Consequently the funds have remained idle 
which could more appropriately have been divertcxl to other 
States. In short, therefore, tlie determination and efRciency with 
which a State, recipient of financial assistance from the Centre, 
implements developmental schemes, thus securing fruitful utili- 
sation of the financial assistance extended by the Centre, should 
be an important consideration thal should weigh with the conv- 
misvsion in the determination of the claims of the various States 
for Central assistance, particularly to assistance in ihc form of 
grants in aid of revenues. 

Estate Duly: 

When the Estate Duty was levied in 19.55, it was expected 
that the same will constitute an important source of income to 
the State. Unfortunately, this expectation has not been fulfilled 
and the Estate Duty which W'as expected to yield R.s. 4.5 crores 
to the State of Bombay has, in actual practice, yielded not even 
Rs. 50 lakhs upto 1955/56, during the First Five-Year Plan 
period. According to the tenns of reference, the Finance 
Commission is to lay down the principles which should govern 
the distribution, under Article 269 of the Constitution, of the 
net proceeds of any financial year of Estate Duty in respect of 
property other than agricultural land levied by the Government 
of India in the States within which such duty is leviable. Till 
the formulation of the principles of distribution by the Finance 
Commission and the approval of the same by the Parliament, 
the Government have adopted a provisional basis on par with 
taxes on income other than Corporation l ax whereby 80% of 
the Duty is distributed among the States according to popula- 
tion and 20% according to collection. In this connection, it 
may be relev^ant to point out that this tax is to be assigned to 
the States though for purposes of administrative convenience, 
it is being levied and collected by the Centre. The present 
provisional basis equates it with the grants-in-aid basis which 
is both unfair and unjust and not in consonance with the spirit 
of the relevant provision of the Constitution. 
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Distribution of Excise Duties: 

The First Finance Commission had recommended that 40% 
of the revenue derived from the Central Excise duties on tobacco, 
matches and vegetable products should be distributed among 
the States on the basis of their respective population. This 
was in terms of the Article 272 of the Constitution providing 
that, with the consent of the Parliament expressed through an 
Act the Union Excise duties could be shared by the States even 
though levied and collected by the Centre. 

It will be observed that the First Finance Commission in their 
recommendation on this subject suggested that only in respect 
of the three of the Central excises should the States be eligible 
to share the revenues with the Centre. They had observed that 
“ It is inadvisable at any rate to begin with, to divide too many 
excises. The selected excises should be such as are levied on 
commodities which are of common and widespread consumption 
and which yield a sizeable sum of revenue for distribution 
Viewed from this consideration, my Committee believe that 
there is scope for enlarging the list of Union Excises which may 
be required to be distributed to the States. Cotton cloth, sugar, 
are artieJes of general consumption yield from the excise duties 
on which is quite substantial. It is therefore suggested that the 
excise on these items should also be distributable to the States. 

The excise duty is in ertect a tax on consumption and the 
quantum of contribution by the various States will therefore 
depend more on the extent of the consumption than the 
strength of its population. In that view of the case it is felt 
that the States should be eligible to an increased share in 
revenue derived from excise duty on centrally excisable items 
that may be decided upon, the share of eadi State in the 
distributable proceeds l>eing determined with particular refer- 
ence to the extent of consumption of an excisable article in a 
particular State. In fact the first Finance Commission had 
agreed that consumption should be the basis for allocation 
among the States of the excise revenues. The Commission was 
however handicapped in that the exact data of consumption of 
the articles concerned was not available and therefore had to 
fall back on the basis of population for determination of a 
State s share in the excise duties. It had however suggested that 
steps should be taken to collect the necessary data. My Com- 
mittee trust that accordingly, detailed information on this as- 
pect would now be available to the Commission, and bn that 
basis, the Commission would be able to decide upon the 
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share of such Stales with the revenues from excise duties mainly 
on the basis of consumption. In this connection it is relevant 
to point out that it has been decided to replace State sales tax 
on certain items by a Central surcharge on excises, the revenues 
available being distributed to States on the basis of consumption 
with the proviso however that each State will have as its share 
revenues not less than the existing collections by w^ay of sales 
tax on these commodities. The Committee suggest that the 
^ share in the excise revenues of the individual commodities 
'specified for the purpose would be determined with special 
reference to this as{)ect. 

Grants-inaid and Loans: 

One of tfie other questions whereon the (amimission have 
to make recommendations is that of the principles which should 
govern grants-in-aid to the States out of tlie Consolidated Fund 
of India, in tenns of the term of reference (2) and (1). Claims 
for giants-in-aid are advanced for purposes of balancing the 
budget, bringing up the level of administration, raising the 
standard of social services and development of backw^ard regions, 
and for implementing some of the Directive Principles of State 
Policy incorporated in the Constitution. My Committee have 
already pointed out, in the above observations, the needs and 
requirements of the reorganised Bombay State. With the inte- 
gration of the new regions in the greater Bombay State, problems 
such as bringing the scales of pay and dearness allowance on 
par with those existing in the areas before the reorganisation 
of the State, loss of revenue consequent upon extension of the 
Prohibition Policy to the newly merged areas where prohibition 
was not there previously, etc. have all come to the fore. More- 
over, even though data is not available, it is well known that 
the regions, which have come into the fold of Bombay State, 
like Kutcl), Saurashtra and Marathwada, are chronically back- 
ward areas and have on that account faced recurring deficits 
since long. In fact, Saurashtra expected to receive sizeable 
assistance from the Centre, which did not fructify. While it 
may be true that the separation of Karnatak from Bombay State 
might have meant some measure of relief to the extent of the 
deficits faced by that region, the relief is likely to be nullified, 
or even offset, by the additional financial requirements neces- 
sitated by the inclusion of the abovenientioned backw’ard areas 
in the State. Even if, therefore, the State is in a position to 
adhere to the schedule of additional taxation as advised bv the 
Planning Commission, it will face real financial difficulties, un- 
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less adequate assistance in the sha[>e of grants is forthcoming 
from the Centre. 

Over and above the grants, the States are also receiving 
grants for specific items of expenditure, and the principle of 
matching of efforts is mainly taken into account in making the 
latter grants. My Committee have no particular observations 
to make on this subject and they are in general agreement with 
the principle enunciated. The only suggestion they would like 
to offer is that for an industrially advanced State, the need for 
providing improved communications and other economic over- 
heads is of fundamental importance. A huge leeway still re 
mains to be covered in constructing proj>er roads with a view 
to linking up the vast rural areas in the interior with the main 
urban and industrial centres. For this purpose, the grants 
which the State Government receive from the Central Road 
Fund are not adequate to meet the requirements of the situation. 
These grants are made from the funds earmarked out of the 
proceeds from the Duty on Petrol. Allocations from the fund 
were formulated on a basis determined at a time when the duty 
on Petrol was much less than the present yield. The duty on 
Petrol having been substantially raised in recent years, it stands 
to reason that tfic allocations from the Central Road Fund 
should be suitably enhanced, making it possible for the States 
to receive larger assistance on that score, regard being had to 
the Petrol consumption in the respective territories. 

As to the question of loans from the Government of India 
to the State Governments, these are generally given for meeting 
the expenditure on rehabilitation, including housing for dis 
placed {xnsons, industrial housing, irrigation and electricity 
projects, loan assistance to industries, community projects and 
national extension service and local works. It is a significant 
fact that the Government of India are placed in a better position 
in respect of raising of loans inasmuch as they are able to com- 
mand investors to a greater extent vis-a-vis the States. Under 
the circumstances, it has been the usual feature that tfie States 
have to fall back on tlie Government of India for assistance in 
shape of loans in addition to their borrowing from the public. 
The loans received by the State Governments from the Govern- 
ment of India are usually on an average rate of 4% interest 
redeemable in an average period of 10 to 12 years. 

My Committee understand that the State Governments have 
to face considerable difficulties in meeting their obligations 
particularly on account of the heavy debt service charges pay- 
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able to the Government of India. It has been the common 
experience that on any one of the items of expenditure, whether 
it be rehabilitation, irrigation projects or housing, none of these 
items yield a rate of return sufficient to meet the debt service 
charges. With the sizeable increase in the quantum of loans 
to the States, it is understood that the interest charges have 
risen from Rs. 3.3 crores in 1950-51 to Rs. 33.8 crores in 1956- 
57. In this context, it is significant to note, as pointed out by 
the Finance Minister of Bombay, that the interest charges of 
loans borne on Central Revenues, have actually fallen from 
Rs. 32.8 crores in 1950-51 to Rs. 30.4 crores by 1956-57. It 
is maintained by the Finance Minister “ that loans to the States 
have been provided from deficit finance during the First Plan, 
estimated at Rs. 400 crores and from foreign aid — including 
donations which are free of interest or of repayment — amount- 
ing to Rs. 203 crores If the above is correct, there is a strong 
case, in equity and fairness, for Central loans being granted at 
a much lower rate of interest and for spreading over the matu- 
rity period of such loans for a larger number of years. 

My Committee hope that the Finance Commission will give 
their careful consideration to this very’ important aspect and 
devise ways and means whereby a fair and equitable method 
is evolved for purposes of grant of loans to the States. 

In conclusion my Committee request that in the examina- 
tion of the matters covered by the terms of reference, the 
Finance Commission will give due consideration to the sugges- 
tions made herein. 


APPENDIX 11 

Procedure re: Introduction of, and eliciting Public Opinion 
on, Government Bills 

Letter No. 1909 dated 4th September 1957 from Chamber to 
The Cabinet Secretary, Government of India. 

The Committee of the Indian Merchants’ Chamber desire 
to bring to the notice of Government the grievance that is 
largely felt by the public in their not being able to give proper 
and adequate consideration to the different legislative measures 
that are being introduced in Parliament from time to time by 
reason of the fact that in a majority of cases very little time is 
available between the introduction of the relevant Bills in and 
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the passage thereof by Parliament. While my CommitLee are 
aware and appreciate that Bills, which are considered by Govern- 
ment of public importance, are being circulated for eliciting 
public opinion, various measures of considerable import, 
especially those in the domain of finance, commerce, industry 
and labour, are being passed very often without affording suffi- 
cient time and opportunity ro the general public to place before 
Government their considered views and observations, particu- 
larly in regard to the hardships and difficulties that would 
emerge from the practical operation of such measures. 

Further, many a time, copies of the Bills, on which the 
interests affected would like to submit their comments and 
suggestions, are not made available in imp<^rtant cities and 
upcountiy' centres for a very long time after their introduction 
in Parliament, with the result that the public finds it wellnigh 
imjx>ssible to be read) with, and forward to Government, their 
views and observations in appropriate time and naturally this 
gives room for a genuine grievance that Governmental measures 
do not take cognisarue of tlic problems confronting or as)>ects 
affecting particular sections of the population. 

The Committee of the Chamber, therefore, earnesilv 
suggest that, as a matter of general principle and practice, all 
Bills that are being introduced by Government in Parliament 
and particularly tliose affecting the spheres aforementioned 
should be circulated and the interests concerned should be 
allowed adccpiate time and opportunity for giving tlieir mature 
consideration to, and offering their views and suggestions on, 
the provisions of those Bills. Government should also make 
the necessary arrangement for copies of the Bills being made 
available in time and in sufficient numbers in the different parts 
of the country, and this factor should be taken into account 
while calculating the time-lag betw^een the introduction of the 
Bills in, and the taking into consideration bv Parliament there- 
of. 

My Committee would also like to point out that there 
should be a reasonable time-lag between the submission of the 
Reports of Select Committees, to which certain Bills might be 
referred, and the ultimate consideration and passage of the Bills 
by the Houses of Parliament in the light of those Reports, 
with a view to enabling the interests or bodies affected to bring 
to the attention of Government any practical difficulties or 
lacunae that would result from the implementation of the 
measures as recommended, altered or modified by the Select 
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Committees. To cite one instance in this behalf, the Select 
Committee on the Wealth Tax Bill introduced certain amend- 
ments in the original Wealth Tax Bill, so as to provide for 
exemption from wealth tax to that portion of the net wealth 
of companies undertaking substantial expansion programmes. 
While my Committee appreciate the amendment as far as it 
goes, they wish to point out the practical difficulty that would 
be felt by an industrial unit in obtaining the exemption as pro- 
vided for, since the exemption in question is confined to only 
that portion of a company’s assets which are employed in the 
new unit and places a cumbersome obligation on the company 
to maintain separate accounts for the new unit and the old 
unit so as to qualify for the exemption, with the result that the 
exemption provided for will be nullified. In some cases, it may 
be wellnigh impossible for companies to have break-up figures 
for the old and the new units, which are after all integrated 
parts of the whole. This lacuna would have been brought to 
the proper and timely attention of Government, provided suffi- 
cient time were given to the interests concerned to forward 
their views on the recommendations of the Select Committee 
on the Bill. 

Finance Bills: 

Quite often the Finance Bills introducted by Government 
in Parliament for giving effect to the financial and fiscal pro- 
posals contained in the annual Union Budget embody provi- 
sions for instituting major and far-reaching amendments or 
changes in legislations like the Indian Income-tax Act. Such 
Bills are generally introduced towards the end of February and, 
in view of the fact that they have to become law before the 
end of March in order to make the provisions operative from 
the beginning of the ensuing financial year, the process of their 
consideration and parliamentary passage is being rushed through, 
and in the result the interests concerned are deprived of the 
requisite opportunity to give their consideration to the provi- 
sions of the Bills and to submit to Government their comments 
and observations. My Committee, therefore, suggest that amend- 
ments to measures like the Indian Income-tax Act should not 
form part of the Finance Bills, but should be introduced 
separately and adequate time and opportunity afforded to the 
interests and organised bodies to convey their views and sugges- 
tions on the provisions of the Bills. 

My Committee request that Government will be pleased 
to give their earnest consideration to the above suggestions and 


245 


I N D I A N M i : R C n A N J S ’ C: 11 A M B E R 

take early action on the lines thereof. It is also requested that 
Government will be good enough to circulate this communica- 
tion to the different Ministries for their information and 
necessar)^ action. 


APPENDIX 12 

Income-tax Allowances (Current Profits Deposit) Rules, 1957 

Letter No. 1000 dated 30th April 1957 from Chamber to the 
Central Board of Revenue. 

The Committee of the Indian Merchants’ Chamber have 
given careful consideration to the Draft of the Income-tax 
Allowances (Current Profits Deposit) Rules, 1957, published in 
the Gazette of India dated the i6th April 1957 and circulated 
for comments and views thereon, and as directed by the Com- 
mittee I hereby give below their views and suggestions on the 
said Draft Rules. 

At the outset, my Committee note with gratification that 
in preparing the Draft Rules a genuine attempt has been made 
to redreSvS to a considerable extent the hardships that were 
likely to be caused as a result of the amendment to the Income- 
tax Act by the introduction of sub-sections (2B) and (2C) to 
Section 10 of the Act. At the same time, my Committee hope 
that Government would take all steps necessary so that the 
administration of the Rules is so conducted as to smoothen 
the working of the deposit scheme envisaged by the said sub- 
sections of Section 10 of the Indian Income-tax Act. With these 
preliminary observations my Committee will now make certain 
specific suggestions on some of the rules with the hope that 
Government will take into consideration these suggestions and 
modify the Draft Rules in the light of the suggestions and 
clarify such of those provisions which require clarification. 

Rule 2(2): 

Sub-rule (2) of Rule 2 defines the term “ approved 
purpose According to the definition, utilisation for “ approved 
purposes'' includes the layout of fixed assets and repayment of 
borrowings but the provisions of the draft rules, which appear 
to have been made pursuant to the basic provisions of the Act, 
may bring into play the utilization of the entire reserves in fixed 
assets in the first instance before any advantage can be given in 
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respect of the layout in fixed assets or repayment of the borrow- 
ings during the current year. Perhaps this does not appear to 
be the intention, since the various forms prescribed under the 
rules and a reading of the relevant provision as a whole gives 
the impression that what is intended to ciiarge is a layout for 
an extraneous purpose not related to the business of the com- 
pany. In this view of the case my Committee desire to make 
the following suggestions in respect of the items relating to 
approved purposes: 

(a) Amounts utilised in the layout for the slot k-in-trade, 
stores and other outstandings and advances made for the 
business as well as on trade items sliould !)e treated as 
made for approved purposes. 

(b) Similarly, a company 'would require a substantial amount 
according to its past record by way of cash resources 
and to that extent cash resources should be considered 
as required for the puq>oses of business and not as 
surplus cash. 

To put it shortly it is oah the layout during the paiticnlar 
year in extraneous investments and for surplus casli that should 
be considered for the purposes of deposit ^vhile ilie remainder 
should ipso facto be treatcxl as laid out for an approved pur- 
pose. It may be contended that the discretionary jxnvcr gi^'c^ 
to the Commissioners of Income-tax and the authoritv vested 
in the Board of Referees would enable a rational consideration 
of such matters being made but in respect of a basic issue like 
the one involved in tlie case my Committee feel that it is desir- 
able that a specific pro\ision should be made in the rules so 
that such a layout as stated above is treated as one for an 
approved purpose. If this is done, it would automaticallv take 
away the difficulty which might possibly face companies as a 
result of a very rigid interpretation of the statutoi 7 provisions 
and the rules. 

Rule 2(S): 

vSub-rule (8) of Rule 2 defines the term “ statutory surplus 
According to the definition, statutory surplus means the sum of 
the total income of the company for the previous year, as 
reduced by the amount of income-tax and super-tax payable in 
respect thereof and by the dividends, if any, declared during the 
previous year and the sum of the allowances made under Clauses 
{yia), (vib) or (vii) of sub-section (2) of Section 10 of the Income* 
tax Act. It appears to my Committee that it is necessary to 
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dearly provide that the income to be taken into consideration 
for the purpose of arriving at the statutory surplus should be 
the income ascertained according to commercial principles and 
not the assessable income, since by having the basis of the assess- 
able income disallowable items like donations and other neces- 
sary expenses which go out of the coffers of the company but 
which are, due to certain provisions contained in the Act or for 
other technical reasons, added back to the assessable income, 
would not remain in the hands of the company and the cash 
resources of the company would stand depleted to that extent 
and yet the company would l)e called upon to make a deposit 
in respect of the same. 

According to the provisions of the Incoiiie tax Act losses 
sustained by an assesseee in a speculation business will be 
allowed to be carried forward in the first year but in the succeed- 
ing years it could be adjusted only against gains from speculative 
business. Therefore in the succeeding years speculation loss 
carried forward will not be taken into account in arriving at 
the profits of the company unless there is income from speaila- 
tion business. My Committee submit that the speculation losses 
so carried forward should be taken into acc'ount in arriving at 
the statutory surplus. Again, similarly, capital losses can be set 
off only against capital gains. For this reason capital losses 
should also be taken into account in arriving at the statutory 
surplus. 

Again in calculating the statutory surplus deductions in 
respect of the tax payable by the t'ompanies should include all 
the taxes payable under the Act such as the penal taxation 
under Section 23A for lesser distribution as well as penalties 
paid by a company under sections 26 and 48, as these payments 
are in the nature of tax payments to Government. 

In this connection, my Committee are also of the view that 
the rules should provide for a further relief by stating that 
amounts required for paying a dividend out of the profits for 
the current year could be availed of by way of deductions by 
an assessee company if so desired so that the same allowances 
may not be given in the next year of consideration, with the 
ultimate result that thereafter, in the future years, it would 
be the dividend amount actually paid out of the profits of the 
previous year in the next year that would enter the working 
instead of the dividend amount of the previous year. 
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Rule 3: 

This rule makes a speci<il provision for the computation of 
the deposits to be made hy companies incorporated outside 
India. In respext of such companies for dividend deductions a 
proportionate deduction is to be made. Logically, my Cxmi- 
mittee feel that in the case of companies incorporated in India 
also, the income to be taken into consideration should be only 
that portion of its income which arises in India. Some countries 
like Pakistan prevent remittances from their countries and rules 
should provide that in respect of companies ha^ing income in 
such countries the income to be taken into consideration for 
the compulation of deposit should be that portion of the total 
income that arises within India. 

Rule 10: 

According to sub-rule (1) of Rule 10, a cornpanx is required 
to pay interest at the rate of 6% along with the deficit amount 
to be deposited by the company after the regular assessment 
of the company has been completed by the Tl O. It is not 
clear from the rules whether for the pur{>osc of refund this 
interest amount xvill also be taken into account. My Committee 
suggest that no interest should be insisted upon and in the 
alternative it should be made clear that the amount of interest 
paid by a company according to this sub-rule should be includeil 
in the total amount to be available for refund. 

I he proviso to sub rule (1) of Ride 10 is to the effect that 
if the deficit amount is not deposited by the company after being 
so recjuirecl by the income-tax officer the companx xvould be 
deemed not to have made any deposit for that year and there- 
upon the amount deposited earlier by the company would be 
refunded to the company in such cases. It is not clear from 
the rules whether any part allowance of depreciation or deve- 
lopment rebate amounts would be allowed in cases xvhere the 
company has made only a part deposit. My Committee feel 
that in fairness to the company, it is desirable that allowances 
should be given to the extent to which a company is actually 
able to make the deposit and where the company is able to 
make only a part deposit, part allowances should be given and 
the whole amount should not stand forfeited. The part deposit 
made by the company may also be retained and dealt with under 
the provisions for refund contained in the rule. 

Sub-rule (2) of Rule 10 provides for an assessment being 
made by adding back the depreciation and development rebate 
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allowances as if no deposit was made, even in cases where the 
additional amount directed to be deposited by the income-tax 
officer is actually deposited by the company within the prescribed 
period. No doubt, the proviso to this sub rule contains a pro- 
vision for automatic rectification but in the opinion of iny Com- 
mittee this provision is not at all satisfactory since, with the 
deposits being made by the assessee company, the adding back 
of the depreciation allow ance and the development rebate would 
not be in order. Again, the statutory right of the company 
would stand forfeited and converted into a rectification matter 
at the hands of the Department and in case the Department 
does not act, a position may arise by which resort may have 
to be made to a Court of Law by way of a writ petition result- 
ing in unnecessary complications. Jn the opinion of my Com- 
mittee, therefore, it is necessary that this provision should stand 
deleted from the Rules. 

Rule 

Sub-rule (1) of Rule II contemplates utilisation of reserves 
and accumulated profits of the company before it could request 
Government refund out of the current profits deposited with 
Government under the Scheme. Since the Rules relate onlv to 
deposit of current profits refunds for utilisation in approved 
purposes should be granted out of the current profits deposited 
irrespective of the accumulaied profits and reserves of the com- 
pany having been utilised or not for the purpose. 

Rule 13: 

According to tliis rule any amount deposited would carry 
simple interest at the rate which may be notified by the Central 
Government for each financial year. In respect of those items 
of interest, w^hether they may be by w^ay of income to the com- 
panies concerned or by way of a charge to such companies they 
should be treated as relating to business and assessed under the 
head ' Business ’. Similarly deductions in respect of interest 
paid should also be given to such companies and wdiile making 
the assessments the payment of such interest should not be 
treated as disallowable. 

My Committee would like to make the following suggestion 
in respect of non-manufacturing companies with limited capital 
resources and limited amount of fixed assets but having a very 
large income every year. In respect of such companies the 
allowance by way of depreciation may be of a small magnitude 
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but in order to avail of the advantage of the allowance of sudi 
amount, the working now visualized by the rules might entail 
a very heavy deposit, totally out of proportion to the amount 
of depreciation allowance. It may be that in some companies 
while the amount of allowance may be about Rs. 5,000 to 
Rs. 10,000 the statutory deposit may go to the tune of a couple 
of lakhs. To relieve this hardship, my Committee suggest that 
an overall provision should be made in the Rules to the effect 
that the deposit amount should in no case exceed 50% of the 
amount of depreciation and/or the development rebate allow- 
ance for a particular vear. 


Rules 14 v!;' 15: 

With regard to iliis rule, my C^ommittee desire to suggest 
that before the Board of Referees pass any order regarding the 
amount to be refunded it should give an opportunity to the 
party to submit its case and explain its }X)sition before the Board 
as has been provided in sub-section (4) of Section 2SA of the 
Act. 

Rule 16: 

f his rule empowers the Central Government to appoint a 
Board of Referees consisting of as many Members as the Govern- 
ment may desire. In this connection, my Committee would 
suggest that non-officials having business experience should be 
included in the Board of Referees that Government may appoint. 

The notification dated the 16th April 1957 issued by Gov- 
ernment and published in the Gazette of India of tlie same date 
lays down the percentage of the deposit to be made by com- 
panies. In res{>ect of certain categories of companies formulated 
therein the percentage of deposit has been fixed at nil, in other 
words those companies will not be required to make any deposit. 
My Committee would desire to suggest that the following cate- 
gories of companies should also be exempted from making any 
deposit: 

(a) Companies entitled to exemption under Section 15C of 
the Income-tax Act: It is essential that a specific exemption 
should be given to companies to which Section 15C is applicable 
since, in respect of such companies the method adopted by the 
Department is to take into consideration all the depreciation 
that is due, arrive at a net plus figure or a net nil figure or a 
net minus figure and then decided that, under the provisions 
of Section 15C, the companies are not assessable to income-tax. 
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1 cchnically, the amount of depreciation as also the arrears of 
depreciation whidi are to be treated as part of the current year’s 
depreciation under the existing law would have to be added 
and a notional surplus would be created on which a deposit 
would be payable, although full exemption is given under the 
statute to such companies. As this w^ould not at all be fair, 
companies to whidi Section 15C is applicable should be added 
to the categories of companies entitled to exemption. 

(b) Coinpanies whose assessable income is nil or minus: In 
the case of companies whose assessable income is nil or minus 
by the addition of the depreciation amount and the depreciation 
arrears, a notional surplus would be created and although such 
companies would be entitled to total exemption and wdll be 
free of the charge of income-tax or super-tax they would yet to 
have make deposit. The scheme of deposit envisages cases where 
a company as sud) definitely reaps the addition of the depre- 
ciation amount and the deveiopment rebate and it is able to 
save as a matter of fact tax in respect of those amounts for a 
particular year and it is this saving that is intended to be depo- 
sited. With a nil income or a minus income the advantage 
in the form of saving can be reaped onlv wdien there are surplus 
profits after fully providing for the depreciation and/or the 
arrears of depreciation and therefore such companies should not 
be brought wdthin tlie pur^ iew’ of the deposit scheme and should 
he left out of consideration. 

(() Companies registered under Section 25 of the Companies 
Aft, 1936: In respect of companies registered under Section 25 
of the Companies Act, 1956, no dividend distribution is con- 
templated and under the very scheme of the Companies Act 
and that of the Income-tax Act as regards taxation of mutual 
associations, the question of deposit should not arise in respect 
of such companies. In respect of some mutual associations sub- 
section (6) of Section 10 may be applicable and because of such 
application it may liave assessable income under the head 
Business and it may also have assets in which depreciation 
is allowed and the net result may be a small surplus or a deficit 
but by the adjustment of depreciation and or the arrears of 
depreciation it may be converted into a national surplus on 
which a deposit may be payable. Therefore, it is necessary that 
such companies should also be included in the category to 
exempt companies. 

(d) Companies which have borrowings and have no 
extraneous investment oi' surplus cash and companies where the 
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extraneous investment and surplus are less than the borrowed 
amounts: In cases where a company has extraneous invest- 
ments or cash surplus the same should be initially deducted 
from the borrowings and if the net result shows a net borrow- 
ing, such a company should be treated as one to which the 
deposit scheme would not apply and the rate of deposit in respect 
of such companies should, therefore, automatically be fixed at 
nil. 

Another point which my Committee desire to raise in this 
connection is with regard to the rate of deposit, which has now 
lieen fixed at 50y{). against the maxiiiium of laid dowTi 

under the Act. In a previous representation, my Committee 
had pointed out that the actual saving to even company is in 
the shape of the amount of tax and not in the shape of the 
absolute amount of depreciation or development rebate and 
therefore the saving is to the extent of only about 50% of the 
amount of depreciation allowance and/or the development re- 
bate. While therefore in laying down the percentage of 75%, 
25% appears to have been excluded to leave a small margin 
with the company itself and since the tax factor was not 
reckoned with in arriving at this percentage, my Committee 
suggest that the rate should be 37|% and not 50%. 

My Committee hope that Government would take into 
consideration the above suggestions in finalising the Draft Rules. 


APPENDIX 13 

Meeting with the Member (Income-tax), Central Board of 
Revenue, on Thursday, the 26th September 1957 

Points for Discussion with Shri V. V. Chari, Member 
(Income-tax), Central Board of Revenue 

INCOMETAX 

1. Payments for chariiahle purposes — relief to Partners: 

Payments by registered firms by way of donations to public 
trusts or charitable institutions were taken into consideration 
for rebate purposes in the cases of the firms only wdth the result 
that only nominal relief became due to such firms. At the time 
of the last visit of the Board Member his attention was drawn 
to this inequitable position and the Central Board of Revenue 
have issued a circular authorising the allow^ancc of the rebate in 
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respect of such donations and contributions in the hands of the 
partners at appropriate rates. This circular does not cover 
instructions for automatic relief to be granted in the cases where 
initially relief was given only in the firm's case but no appeal 
was filed pending the instructions of the Central Board of 
Revenue. In respect of such cases the Officers concerned would 
be ready to allow the relief by taking away the amount of re- 
lief actually granted in the case of the firm and by granting due 
relief in the partners' cases provided they have instructions to 
that effect from the Board. It is, therefore, requested that in 
such cases due relief should be allowed to be granted on the 
mere applications of the partners of the firm concerned. 

2. Imj>osition of Penalty: 

At the last visit of the Board Member a mention was made 
about the imposition of penalty in respect of 18A payments and 
the reply given was that in rare cases only penalty was levied 
and even interest was not charged. Some Officers, however, 
take a technical view' of the matter and impose a heavy j>enalty, 
and in one particular case while the amount of penal interest 
w^as only Rs. 400 to Rs. 500, the amount of penalty imposed 
was as high as Rs. 3,500. This was due to a different interpre- 
tation of the relevant provisions l>eing made w^hereby in 
calculating the difference of the amount of effective charge for 
calculation of 80 per cent, the dividend income which should 
stand deleted was taken into consideration but at the same time, 
instead of allowing the full credit in respect of the amount of 
tax deducted at source, whicii has to be treated as paid for and 
on behalf of the assessee, 80 per cent credit was given because 
in the formula adopted for calculation, the amount of tax 
deducted w as initially deducted from the tax due with the 
result that the 80 per cent was calculated after deducting the 
full amount of tax deducted at source. In another case, where 
a firai has several branches and buying centres throughout 
India and the plea w^as that they were not ready wdth the rele- • 

vant figures, a very substantial penalty has been imposed 
although this is the first time that a difference arose and there 
are one or two other items also involved which have a bearing 
on the final assessment as a result of the appeals filed. It is, 
therefore, requested that while penal interest may be charged 
on merit, the imposition of penalty should be made only in 
cases where there was a deliberate attempt to conceal a source 
of income or to deliberately understate an item of income and 
not otherwise. Even for the normal assessment proceedings, 
penalty is levied for a deliberate default and not otherwise. 
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As regards the charging of penal interest, no appeal is pro- 
vided and as a matter of c:ourse due relief has to he sought only 
at the hands of the Commissioner, but in a matter of revenue 
charge it is desirable that the right should be given to even' 
assessee to appeal against even the charge of penal interest and 
the issue should be allowed to lyc decided on merit by the 
appellate authorities. 

vh Granting of extension of time for the filing of returns of 

income y etc.: 

Formerly, extensions of time for the hling of returns of 
income and other particulars were readil) given but of late 
there appears to be a tendency to refuse an extension of time 
practically in each and every case with tlie result that all cases 
crop up for consideration at a time. It should be remcmberetl 
that in respect of most cases and particularly bigger casc*s, the 
matters are handled by professional advisers and such represen- 
tations may lx* at the hands of cither lawyers or chartered 
accountants and in some cases by income-tax practitioners. If 
every professional man or a practitioner wxtc to arrange for the 
submission of clients’ returns at a time, it would create a situa- 
tion which would wdlnigh be impossible to cope up with. 
Moreover, the Income-tax Officer cannot deal with all the cases 
under his charge in a particular month only and even if returns 
were filed, he would himself require time to make the enquiries 
and complete the assessments in due course. For some time 
there was a system which was operative whereb) professional 
representatives anangcxl a programme with the Income-tax 
Officers concerned and had a layout for the submission of re- 
turns for the various months during every financial year. This 
system worked very satisfactorily and it is, therefore, urged that 
the Central Board of Revenue should issue instructions to have 
such a system followed and implemented. This would be to 
the advantage of the Department as well and would give the 
required facility to the assessee public. 

4. Bad Debts : 

Attention is invited to the High Court decision in the case 
of Karamsey Govindji v. Commissioner of Income-tax. Bomba\ 
City [(1957) 31 I.T.R. 953]. In view^ of the observations made 
by their Lordships in the said case and the fact that a very 
technical view" is taken in many cases by assessing officers, it is 
requested tliat bad debts or irrecoverable loans pertaining to a 
business should normally be allowed without such meticulous 
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examination and a very rigid and technical view may not be 
taken of the matter. There may be cases where an assessec might 
have out of abundant caution put in a claim when an assessment 
is made and filed an appeal possibly claiming it in an earlier 
year, the claim would be disallowed although interest on the debt 
would have been accounted for not only for that year but even 
for a subsequent year and the debt when written oft' in that 
subsequent year when it became time-barred may not lx* ques- 
tioned as written off in an incorrect year on the basis that it 
should have been written off in a previous }ear. In such cases 
also the allowance of the bad debt should be given in one or 
the other of the two years in question. 

In a case decided by the Bombay High Ciourt. viz. M/s. 
Jakishandas I'ribhovandas v. The C;ouuni.s.siouer of Income-tax. 
the learned Chief Justice in his judgement strongly urged upon 
the Government and the Taxing authority the necessity of some 
provision in the Law, whereby it would be open to the Income- 
tax Officer, if the debt was held to be irrecoverable in a parti- 
cular year, to permit a deduction in some later year in which 
the Income-tax Officer found that the debt in fact became 
iirecoverable. It is requested that instructions be issued to the 
Income-tax Department in the light of the observations made 
as above by the Bombay High Court. 

The difficulties in connection with the disallowance of bad 
debts have been brought to the notice of the Board on manv 
occasions in the past. This difficulty is more prominent in 
cases where moneys are due from a companv which has gone 
into liquidation. In such cases, the practice follotved by the 
ITO is not to allow any amount due from tire company 
in liquidation written off in the books of the assessees as bad 
debts until the final dividend has been received from the 
liquidators whiclt often take a number of years, say 5 to 7 years. 
As a result of this even though the assessee has been put to the 
loss by not being able to recover moneys due from the company 
in liquidation at the same time he has to pay tax on the 
amount actually written off in his books. In view of the pro- 
visions contained in the Act that whenever any bad debt 
Witten off in the books of the company are recovered in future 
the same would be treated as income, it is suggested that 
instructions may issued that if the debts are not recovered 
for one year and if the assessee has written off the same in his 
books of accounts, such debts should be allowed as bad debts. 
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5 . Application of Section 2(6A)(e) — Treatment of advances to a 

shareholder as dividend: 

The intention underlying this new provision was not to 
permit shareholders ot companies, particularly private com- 
panies and companies under the control of a few individuals, 
to circumvent the provisions of the Act by not distributing 
sufficient amounts and taking loans. However, in actual work- 
ing the provisions create practical difficulties. 

One is that, although the party may re-pay the loan even 
before the declaration of the next dividend, he may still remain 
liable. This is indeed a great hardship to him. Similarly, 
although only one shareholder might have taketi an advance 
and his share in the tompanv may be negligible, tiie whole 
amount of advance is likely to be treated as ‘ div idend On 
a rational application of the provisions, it is only to tiie extent 
of the share of the particular shareholder, according to the 
number of shares he holds in the company, that the provisions 
should have effect and not to the artificial extent of the actual 
amount of the advance. 

Fo give a concrete example, if the total number of shares 
in a company is 1,000 and the shareholding of the shareholder 
in question is 10 and the available reserves and surplus stand 
at Rs. 50,000, the amount to be reckoned with should be only 
Rs. 500, whatever the amount of loan mav be. but if a share- 
holder has taken an advance of say Rs. 50,000, he may be liable 
to pay tax on the sum of Rs. 50,000 which he may not get by 
wav of dividend even during his lifetime. It is, therefore, 
requested that loans and advances actually paid off otherwise 
than from dividends even should be treateci as proper pavments 
back and no cognisance should be taken in respect of those 
items in the assessments of the shareholders. Similarly, when 
a loati or an advance remains actually outstanding, the inclu- 
sion by way of dividend should not be to the extent of the 
amount of loan, but only to the extent cjf the share of the parti- 
cular shareholder in the reserves and surplus on the basis of 
his holding as it bears to the total shares of the company. 

The provision, as it stands, also results in the duplication 
of tax, one by notional method and then by the actual taxation 
in the hands of the shareholders. 

6. CAirrent Profits Deposits: 

The scheme as a result of the formula and the rules and 
instructions given to the Board of Referees and the Commis- 
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sioners appear to be working satisfactorily, but there are one 
or two points in respect of which the Chamber desires to draw 
the attention of the Member. The applications to the Com- 
missioners arise to be made in respect of all companies at a 
time, viz. on or before the 15th of April. On the basis of the 
analysis made respecting the other issue about the granting of 
time for submission of returns, etc, it would be better if a little 
more latitude were given to the assessee public, whereby the 
submission of such applications was spread over a period of 
time. For this purjx)se, the Chamber would urge consideration 
whether a suitable amendment could not be made in the Rules 
to enable the granting of time in cases where such applications 
are made to the Commissioner for an extension of time for fil- 
ing required petitions. 

As regards the formula adopted for disposing of the 
applications before the Commissioner, particulars concerning 
the outgoings for fixed capital expenditure, during the period 
upto 30tli of June next or the expiry of 6 months from the end 
of the previous year, was invariably called for. While this may 
be necessary to allow the advantage to the assessee to have the 
benefit thereof, provided there was a depositable amount in 
respect of the year’s working, such figures are not material for 
cases where the year’s working itself shows that during that 
very year the amounts have been laid out for approved pur- 
poses. In the light of this observation, it is suggested that, 
although particulars may be called for and kept on record, these 
should not find any reflection in the ultimate decision which 
the Commissioner may give and the advantage which the 
assessee company can claim in the next accounting year in res- 
pect of such amounts may not stand extinguished. Actually, 
the view taken by the Commissioner of Income-tax at Bombay 
has been of this nature, but it may be that the Officers concern- 
ed with the disposal of such applications may take a different 
view and, to provide a definite formula in this behalf and to 
have the matters disposed of on a uniform basis, it is requested 
that applications may be disposed of on the basis of the sug- 
gestions so made. 

7. Sections 42 ir 43: 

The Chamber had on many occasions in the past drawn 
the attention of the Central Board to the unsatisfactory posi- 
tion resulting from the provisions contained in Sections 42 and 
43 of the Income-tax Act, as they stand at present. Such a 
position has emanated because the term ‘ business connection ' 
17 
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appearing in Sec. 42 has been literally construed by the Income- 
tax Authorities and by some of the High Courts. This had 
caused confusion in, and a setback to, both the import and 
export trade of the country. With a view to removing the 
confusion and the consequent difficulty, the Chamber had 
emphasized the need and importance of a thorough review of 
the provisions in the relevant Sections. It had been .suggested 
that a non-resident principal should be subject to the Taxation 
Law of this country only when he exercised a trade IN the 
Indian Union and not merely WITH India. In this behalf, 
reference may be made to the following extract from the Judg- 
ment of the Bombay High Court in Abdullabhai Abdul Kadar 
X). The Commissioner of Income-tax, Bombay City: (1*152 22- 
ITR-241, pp. 25.S/4). 

It is clear that the Legislature did not intend to tax a 
non-resident in respect of income, profits or gains accru- 
ing or arising from any business connection with taxable 
territories. In other words, it is not sufficient that a 
non-resident should do business with India, in order 
that he should make himself liable under Sec. 42. The 
business connection contemplated by Sec. 42 is some- 
thing wider than mere doing business with India. The 
preposition used by the Legislature is IN and not 
WITH, and proper emphasis must be given to the parti- 
cular word IN used by the Legislature. Therefore, we 
can easily exclude all these cases in which we find that 
a non-resident is merely doing business with India. It 
is also clear from the expre.ssion ‘ any business connec- 
tion in the taxable territories ’ that the non-resident 
must be carrying on business in India through some 
agency.^ There must be some connection between the 
non-resident and the taxable territories.” 

It is being pointed out on behalf of Government that 
implementation of Sections 42 and 4.S is a matter of policy, and 
assurances are being given that any practical difficulties in 
this regard would be looked into. While the Chamber appre- 
ciates the assurances given by Government, it is felt that, in 
view ot the imperative need for stimulating and increasing the 
^port trade of the country, a review of the policy is called for 
The relevant provisions of the Income-tax Act act as a damper 
m the promotion of our export trade, as it discourages fore- 
igners from importing goods from India. The Chamber, there- 
fore, reiterates Its earlier request that a beginning may be made 
in the direction of relaxing the effect of the provisions of Sec- 
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tions 42 and 43 by giving immediate force to the recommenda- 
tions of the Taxation Inquiry Commission in this behalf. 

8. Powers of Appellate Assistant Commissioner: 

The High Court of Bombay in Narandas Manordas v. 
Commissioner of Income-tax (31-ITR-909-919) held that the 
Appellate Assistant Commissioner has been constituted a revis- 
ing Authority against the decisions of the Income-tax Officer; a 
revising Authority not in the narrow sense of merely revising 
what is the subject-matter of appeal, nor in the sense of revising 
those matters whereabout the asscssee makes a grievance, but a 
revising Authority in the sense that, once the appeal is before 
him, he can revise not only the ultimate computation arrived at 
by the Income-tax Officer but also every process which led to 
the ultimate computation or assessment by the I.T.O. In other 
words, he can revise not merely the ultimate amount, which 
is liable to tax, but even the various decisions given by the 
I.T.O. in the course of the assessment as well as the various 
incomes or deductions which came in for consideration of the 
I.T.O. Effective powers in the hands of the A.A.C. will act as 
an effective deterrent against assessees going in appeal on 
matters in which they have a good case, since the whole assess- 
ment may get reopened and reviewed for a fresh attack on lines 
not contemplated by the I.T.O. or the assessee. Such powers 
in the hands of the A.A.C. will make him not a judicial Officer, 
but a revising Executive Authority, which is not envisaged. 
Idiis inequitable position needs examination and if necessary 
the Act may be amended to remove the inequity. 

9. Assessment of Firms: 

Where a firm has been assessed as an unregistered firm, tax 
is paid by the firm as an entity. Partners do not get credit, 
yet for rate purposes partner s share is aggregated in his total 
income. Recently, the Bombay High Court held that the share 
of profit from an unregistered firm may not only be aggregated 
for rate purposes, but that it shall also absorb the partners’ 
share of loss in their account when, as a registered firm, the firm 
suffered a loss. This would result in the partner losing his 
right to utilise his loss with a view to abate his tax liability 
by carrying forward and setting it off in the subsequent year. 
The above decision neutralises the loss in partner's share by 
setting it off against profit in an unregistered firm— a firm 
which under the Income-tax Act is recognised as an entity by 
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itself. It is requested that the position may be looked into 
and necessary changes made in the relevant provisions of Law. 

I’ax on a registered firm is a tax on the firm for the 
advantages enjoyed by it under the Act. It is not a tax on the 
firm on its income. In case of a registered firm, its profits are 
taxed in the hands of the partners — the firm as such paying 
no tax. It is being pointed out that, for determining the total 
income of a registered firm for such a levy, the firm’s loss carried 
forward to the partner’s account is not taken into account. 
This does not appear to be correct. A registered firm pays tax 
on the income and when the income is allocated each partner 
pays the tax again on the aliquot part as his income. This 
clearly proves that the tax on a registered firm is merely a 
measure of tax for its corporate existence like cor[x>rate tax on 
a company and, if that be so, there should be no difficulty in 
deducting loss from the profit if proper measure of tax is to be 
determined. Yet when a claim is put forward for a projx^r 
rational measure, carry-forward of loss is ignored. If income 
is a yardstick — the true profits measure will be current year’s 
profit less last year’s loss (if any). It is submitted that this 
principle is implied in the Act [Vide Section 24(2), proviso (e) 
read with 2nd proviso to Section 26(1)]. The matter may 
kindly be looked into and the necessary instructions issued. 

10. Section 49C: 

The Bombay High Court in Wallace Sons & Co. Ltd., 
Bombay v. The Commissioner of Iricorne-tax^ Bombay (1954- 
ITR-XXVI-241), held that a double income-tax relief to the 
company may abate the credit by tax deducted at source in the 
assessment of the shareholder. It will not, however, alter the 
grossing up. In brief, therefore, though credit is reduced, 
grossing up, which is but an addition to the net dividend of 
tax deducted at source, will not be affected. The whole basis 
of Sec 49B appears to be to pass on the double income-tax 
relief obtained by the company to the shareholders, as if they 
were doubly taxed. Sec. 49C supports this view. It is, there- 
fore, equitable that the shareholder’s total income should suffer 
no diminution, while the credit given to him is reduced by 
double income-tax relief. Not to adjust the grossing up of 
dividends would be tantamount to giving the company a relief 
and taking it away from the shareholders. This aspect of law 
may closely be examined and the necessary revision made. 


261 


INDIAN MERCHANTS* CHAMBER 

11. Setting off speculation loss against speculation profits: 

An assessee carries forward a loss in speculation. In the 
relevant year he suffers loss under other sources, but has a profit 
in speculation. In arriving at the assessable income, profit in 
speculation is first sought to be set off against loss under other 
sources, before setting off the speculation loss carried forward. 
Such a treatment of speculation profit and loss operates very 
inequitably since it affects the right of the assessee to set off 
speculation loss against speculation profit. 

The Committee of the Chamlier feel that, in equity, the 
speculation profit should first be allowed to be absorbed by 
speculation loss carried forward and the balance alone should 
be set off against loss in other sources. 

12. Keeping in abeyance payment of taxes on disputed 
amounts till disposal of afrpeals: 

Payment of taxes on disputed amounts when appeals are 
pending are being kept in abeyance provided the party’s finan- 
cial position did not waiTant immediate recovery and if the 
matters involved in appeal were not frivolous. Though till 
recently this policy was being followed and relief given to the 
assessees until the disposal of appeals at the final stage it has 
been pointed out that since recently such relief is being given 
only till the disposal of the appeals by A.A.C. by certain Com- 
missioners of Income-tax on the ground that the appeals under 
the provisions of the Act mean only appeals before the Appel- 
late Assistant Commissioner and not before the superior tribu- 
nal. As a result of this change in the procedure adopted by the 
Department, even in deserving cases the assessees are put to very 
great inconvenience. It may be pointed out that in many 
cases appeals are in respect of disallowance of actual expendi- 
ture incurred by the assessees. Expenses which have actually 
been incurred are sometimes being disallowed on some ground 
or other and in such cases the assessees have in addition to 
the out-of-pockets in respect of amounts of expenditure, are 
required to pay taxes on such losses. It is, therefore, suggested 
that instructions may be issued to the Department to keep in 
abeyance payment of tax on disputed amounts in deserving 
cases till the disposal of appeals at the final stage, and where 
questions of law are involv^ till the disposal of any reference 
that may be filed before the High Court. 
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13. Issue of Refunds: 

It is observed that whereas sufficient zeal and promptitude 
is displayed by the Income-tax Officers in collecting the taxes 
that are due, similar regard and anxiety is not shown in issuing 
refunds or disposing of cases in which refund will be due, with 
dispatch. Tliere is no departmental instruction which requires 
the Income-tax Officers to submit particulars about the number 
of cases in which refunds are due and calls for explanation as 
to why refund has not been granted. It is suggested that 
instructions should be issued requiring I.T.O.s to issue refunds 
within a period of one or two months. 

14. Allowances in respect of legal and accountancy expenses 

incurred before Appellate Tribunals or High Courts: 

Among the administrative instructions issued by the Cen- 
tral Board of Revenue for the guidance of all officers and 
persons employed in the execution of the Income-tax Act and 
one relating to allowance to an assessee of the Accountants' 
and Lawyers’ fees is as under: — 

Audit and other accountancy expenses incurred annually, 
including expenses of settling the income-tax liability of 
an assessee will be ordinarily allowed. But expenses 
connected with subsequent procreedings before the higher 
authorities in Ap}>eal, Review or High Court will not 
be allowed. The expenses of an appeal to the Appellate 
Assistant Commissioner or to the Income-tax Appellate 
Tribunal against the application of Section 23 A, will, 
however, be allowed if the company succeeds in esta- 
blishing in appeal that the section should not have been 
applied in its case." 

Therefore expenses incurred for the purpose of settling the 
income-tax liability, by engaging lawyers, accountants, etc., are 
allowed generally by the Income-tax Department. Expenses of 
an appeal to the Appellate Assistant Commissioner or the Tri- 
bunal against the application of Section 23A is also allowed if 
the company succeeds in appeal. But the expenses connected 
with subsequent proceedings before the higher authorities in 
appeal, or review by High Court are not allowed by the 
Department. 

According to law the legal pursuit of a remedy by suit, 
appeal and second appeal are really but steps in a series of 
proceedings all connected by an intrinsic unity and are to be 
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regarded as one legal proceeding. An appeal is merely a con- 
tinuation of the proceedings in the original Court and the 
moment an appeal has been lodged and entertained by a super- 
ior Court the finality attached to the decision of the subordi- 
nate Court is thereafter set at large and the decision in the 
proceedings is the ultimate and final conclusion arrived at by 
the Appellate Court and the basis of the decisions which hold 
that the order of the trial Court becomes merged in the order 
of the Appellate Court is that an appeal constitutes a continua- 
tion of the suit and it is in effect a rehearing of the suit by the 
Court of appeal. 

If, therefore, expenses incurred by an assessee for the pur- 
pose of settling the income-tax liability by engaging lawyers, 
accountants, etc., are allowable by the Income-tax Department 
irrespective of the allowability, it is only logical that the ex- 
penses incurred by an assessee for an appeal to the Appellate 
Assistant Commissioner or to the Tribunal should also be 
allowed specially as expenses of an appeal to the Appellate 
Assistant Commissioner or to the Tribunal against the applica- 
tion of Section 23 A are allowed to an assessee company if it 
succeeds in the appeal. It should be presumed that no assessee 
will incur the expenses of engaging lawyers and accountants 
for an appeal unless he is really aggrieved by the order appealed 
against and oftentimes important questions of facts and law are 
involved in an assessee’s case and he is compelled to engage 
eminent lawyers or accountants to fight his appeals. 

It is, therefore, suggested that the Central Board of Revenue 
may be pleased to issue necessary orders for allowing legal and 
accountancy expenses incurred in prosecuting appeals before 
Appellate Tribunals and references to High Courts in connec- 
tion with an assessment. 

15. Books of Accounts of Assessees — Reliance to be placed on: 

It is a common experience that profit in trading operations 
in the case of a trader, profit in manufactiuring activities in the 
case of a manufacturer and working result in the case of a con- 
tractor as appearing from the books of accounts are very often 
rejected by the Income-tax Department on the grounds that stock 
records or quantity account is not maintained, that there is no 
check on consumption of materials and stores, etc., and they are 
subjected to arbitrary assessment by comparison with other 
assessees carrying on similar business. Especially, in the case 
of contractOTs there are different types of contractors and in any 
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particular case comparison with any other assessee, carrying on 
the same business, will not be proper and assessment on an 
arbitrary percentage of profit based on such comparison will not 
be justified. It is, therefore, suggested that the Department 
should bring about a change in the attitude to be adopted 
towards reliance on the result shown by the books, and the 
assessees should be made to feel that their books of account are 
prirna facie regarded as trustworthy. 

16. Assessment to Income-tax of Trade Associations, Chambers 
of Commerce, etc.: 

Under the general law, the surplus accruing to a mutual 
concern like a trade association cannot be regarded as income, 
profits or gains for purposes of the Indian Income-tax Act. To 
this general principle, however, an exception has been provided 
for by sub-sec. (6) of Section 10 of the Income-tax Act, according 
to which a trade, professional or similar association, even though 
of a mutual nature, performing specific services for its members 
for remuneration definitely related to those services, is deemed 
to carry on business in respect of those services, and profits or 
gains arising therefrom are liable to tax accordingly. As a result 
of the application of these principles, trade associations, chambers 
of commerce, etc. are at present liable to payment of income-tax 
on the income derived from property, interest on investment, as 
also on fees charged for specific purposes and services, while the 
subso-iption income as such is exempt from tax. The Income- 
tax Inquiry Committee, 1936, had recommended that administra- 
tion arrangements might be entered into with such associations/ 
chambers of commerce, by which — 

{a) the associations would be taxed on the entire surplus of 
receipts over total outgoings without allocation, 

(h) the members would get the entire annual subscription 
allowed in their assessment, and 

(c) any sum distributed by the association to its members 
would be allowed as a deduction from its income and 
taxed in the hands of the recipients. 

The Taxation Inquiry Commission, 1952, after considering the 
various points raised before them re: assessment of trade asso- 
ciations, chambers of commerce, etc. recommended that a long- 
term arrangement, as suggested by the 1936 Inquiry Committee, 
be entered into with such associations as are prepared to do so. 
It is, therefore, suggested that effect may be given to the above 
recommendation of the Taxation Inquiry Commission by giving 
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an option to trade associations, chambers of commerce, etc. to* 
be assessed on the entire surplus of receipts over total outgoings. 

17. Group System of Working:' 

Recently, a Group System of working has been introduced,. 
whereunder Sectional Officers have been placed under the charge 
of Group Leaders, who are Inspecting Assistant Commissioners' 
of Income-tax and in respect of important cases the orders are 
passed only after the Inspecting Assistant Commissioner has con- 
sidered the assessment matter and the draft assessment order. 
It is essential for the successful operation of such a scheme that 
representatives of assessees are heard by the Inspecting Assistant 
Commissioner of Income-tax on vital issues, because without such 
a hearing a view or decision may be taken without the assessee 
having had an opportunity of rebutting the presumptions of an 
incorrect nature. It may be that in a number of cases the 
Inspecting Assistant Commissioner may be giving such an oppor- 
tunity to the representatives of assessees, but as a matter of pro- 
cedure and uniformity it would be better to have instructions 
issued to all the Inspecting Assistant Commissioners of Income- 
tax to afford a hearing to the representatives of assessees in each 
case. 


WEALTH TAX 

1. Wealth Tax Returns: 

It may be that Government may take some more time to 
have the required forms printed and issued to the tax-paying 
public and as the time for the filing of the relevant Returns of 
income expires under the Act on 31st December 1957, it is sug- 
gested that such time be further extended in respect of all cases 
on a uniform basis to the 31st March 1958 and the Officers con- 
cerned, at their discretion, may give further extensions for suit- 
able cases, if they so think fit. 

2. Arbitration Proceedings under the Wealth Tax Act and the 

Estate Duty Act: 

It is gratifying to note that Government have since accepted 
the suggestion made by business and industrial interests to have 
the valuations made by two Arbitrators, one to be appointed by 
the assessee and the other to be nominated by Government. 

However, the system which was previously introduced requir- 
ing certain qualifications and conditions to be fulfilled in respect 
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of the Valuers to be named by Government for the purpose has 
not been changed or modified. In respect of this system, the 
Chamber had already drawn the attention of the Central Board 
to the fact that there is an invidious distinction made as between 
the categories of Valuers. In the case of Architects, Surveyors 
and Engineers, the qualification is only a periodical standing 
in the line, viz. 10 years’ standing, while in the case of Chartered 
Accountants and persons concerned with the valuation of jewel- 
lery and other articles, not only a ten years’ period of standing 
is required but, in addition, certain other requirements have got 
to be fulfilled. Such requirements provide, so to say on an 
artificial basis, the type of work which is expected and such a 
provision cannot give a proper indication of the qualification 
for that type of work being suitable for a technician. In fact, 
in respect of professional people like Chartered Accountants, a 
periodical standing of ten years should be the only criterion as 
in the case of architects, surveyors and engineers. Similarly, for 
valuers of jewellery, etc. also the same periodical standing 
should be the test. T he Chamber, therefore, earnestly requests 
the Central Board to make this change and put all the types of 
Valuers on the same basis. 

In view of the fundamental change made in the basis of 
the Valuers’ appointment, i.e. on Arbitration basis, the provi- 
sion on a pure valuer basis does not fit in. Under the Indian 
Arbitration Act, the parties to the dispute have a right to 
appoint anyone they choose, irrespective of any specified quali- 
fication, and before the Arbitrators it would be open to the 
parties concerned to adduce such expert evidence, as may be 
necessary, if circumstances called for the adducing of such evi- 
dence. But under any Arbitration, there should be the fullest 
latitude to both the parties to the dispute to make the selection 
of an Arbitrator of each party’s choice, and in view of this 
aspect of the matter, the Chamber would strongly urge upon 
Government to delete the relevant Rule requiring a specified 
roll of particular types of Valuers being maintained. 

3. Assessment of Wealth Tax of trade associations. Chambers 

of Commerce, etc.: 

Clause 45 of the Wealth Tax Bill, as passed by Parliament, 
exempts charitable and other companies, registered under Sec. 
25 of the Companies Act, 1956, from payment of Wealth Tax. 
There are many trade associations and chambers of commerce, 
which are not so registered either under the above Section of 
the Companies Act or under any other law for the time being 
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in force. The aims and objects of such trade associations and 
chambers of commerce as well as the work carried on by them, 
whether they are registered under the Companies Act or not, 
are but similar, and it is proper, therefore, that the exemption, 
which has been afforded to bodies registered under the Com- 
panies Act, should also be extended to all trade associations 
and chambers of commerce. It is presumed that such associa- 
tions and chambers, which are not registered, will also not be 
liable to wealth tax. It is requested that the position in this 
regard may be made clear. 

4. Rule 2 of the Schedule: 

The Committee of the Chamber feel that some satisfactory 
procedure should be evolved with a view to giving proper effect 
to Rule 2 of the Schedule to the Wealth Tax Act, viz. the tax 
paid by the assessee shareholder and the company does not 
exceed the maximum of 1.5 per cent of the value of the shares. 
While the benefit of Rule 2 is available to all companies, at 
the same time inter-corporate investments are exempted from 
Wealth lax in the hands of the investing company. After 
taking into account the exemption limit of Rs. 5 lakhs in the 
case of companies, it should be borne in mind that the com- 
panies will be exempted from Wealth Tax in respect of their 
investments in other companies and, therefore, the net wealth 
on which the tax is payable will depend on those factors and 
will vary from company to company. The proportion of 
exempt wealth to the total net wealth will thus differ in the 
case of each company and the actual benefit to the shareholders 
will not be known until they are in a position to ascertain 
exactly the proportion of wealth tax paid by the company in 
relation to their shareholding in that company. 

As at present, the assessee has no means of ascertaining the 
proportionate wealth tax paid by the companies in which he 
holds the shares in relation to his respective holdings in these 
companies. Nor is there any provision under which the com- 
panies concerned are required to issue a Certificate showing 
per share wealth tax paid, so that the shareholder can exactly 
know how he stands in relation to the actual wealth tax payable 
by him in respect of the shares in those different companies. 
If the assessee fails to show the proportionate amount of 
wealth tax paid by each company in which he holds shares, the 
Wealth Tax Officer will apply in respect of such shares the rate 
applicable to his other wealth and, unless such company is 
obliged to furnish the assessee details pertaining to the wealth 
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tax paid by it in relation to its total paid-up capital, the 
assessee will have to write off this concession as illusory in his 
case. 

Until a satisfactory procedure, as above suggested, is evolv- 
ed, on the analogy of assessment of dividends of tea companies, 
assessment in the hands of the shareholders may be made on a 
provisional rate of 1%, it being presumed that the company 
pays the remaining i%, and his final assessment as per the 
Rule completed on final assessment of the company to Wealth 
Tax. 

SUMMARY OF REPLIES GIVEN BY Shri CHARI 

Section ISA of the Indian Income-tax Act — Imposition of 
Penalty : 

Shri V. V. Chari wholeheartedly approved the suggestion 
made by the Chamber that, while penal interest may be charged 
on merit, imposition of penalty should be made only in cases 
where there was deliberate attempt at concealing a source of 
income or deliberately understating an item of income, and not 
otherwise. He reiterated the assurance given on an earlier 
occasion that the penal provisions of Section 18A would be and 
were very seldom used, and added that penalty was imposed 
only in a very small percentage of cases and even in them the 
amount of penalty imposed w'as much below the maximum 
provided by law. As for the request for a provision for an 
appeal from charge of penal interest, Shri Chari mentioned that 
charging of penal interest under the Section did not constitute 
an order on a matter wherein there were two opinions and that 
it did not, therefore, amount to an adjudication of any issue. 
In his view, therefore, no provision for an appeal was necessary 
in this behalf, especially in view of the provisions contained in 
Rule 48 of the Indian Income-tax Rules relating to reduction 
or waiver of interest, for the proper use of which elaborate 
instructions have been issued. 

Extension of time for filing of returns of income, etc,: 

The Chamber pointed out that, as a result of extension of 
time for filing of returns being refused in almost each and every 
case, all assessment cases cropped up for consideration at more 
or less the same time, making it very difficult, if not impossible, 
for professional representatives of assessees to cope up with the 
work and suggested that the previous procedure of such 
representatives fixing up an arranged programme with the 
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Income-tax Officers be revived. The Central Board Member 
remarked that the step was taken with a view to clearing off 
assessment cases, and since the liability for filing of returns 
arose immediately on the passage of the Finance Bill assessees 
should be ready with their returns in time and there was hence 
no case for asking for time extension. He, however, said that, 
if in any particular case the professional representative had 
difficulty to attend to the matter, he could ask for extension 
of time and that this should not stand in the way of issue of 
Notices under Sec. 23. 

Bad Debts: 

With regard to the suggestion that bad debts or irrecover- 
able loans pertaining to a business should normally be allowed 
without any meticulous examination or without a too rigid and 
technical view being taken thereof, Shri Chari stated that 
usually bad debts were being allowed wherever there was prima 
facie evidence concerning the same. He added that if the 
Department was satisfied that a debt became bad in a particular 
or in a subsequent year, it would be allowed in the year in 
which it became so bad. 

Section 2(6A)(e) — Treatment of Advances to shareholder as 
ditndend : 

Dealing with the suggestion that loans and advances 
actually paid off by a shareholder, otherwise than from divi- 
dend, should be treated as proper payments back and that no 
tog-nisance be taken in respect of those items in the assessment 
of the shareholders, and that when a loan or advance remained 
actually outstanding the inclusion by way of dividend should 
only be to the extent of the share of the particular shareholder 
in the reserves and surpluses on the basis his holding bears to 
the total share capital of the concern, and not to the full extent 
of the loan amount, the Member pointed out that the provision 
has been in existence only for a very small period now and that 
he would take note of the grievances of the assessees in this 
behalf for careful consideration. 

Sections 42 and 43: 

As regards the suggestion made by the Chamber that a 
change of policy with regard to the operation of Sections 42 
and 43 was absolutely necessary, especially at the present junc- 
ture when there was an imperative need to stimulate the export 
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trade of the country, Shri Chari stated that he did not think 
that these Sections were in any manner hampering the export 
trade of the country. He invited reference to the various 
Circulars issued by the Central Board from time to time clari- 
fying the position re: liability of non-resident exporters and of 
Indian imjxtrters of machinery on instalment payment basis and 
expressed that, if the only operation in India was the receipt 
of Bank documents and payment of money thereon, no assess- 
ment would be made on accrual basis. 

Setting off Speculation Losses against Speculation Profits: 

Shri Chari agreed with the suggestion made by the Cham- 
ber that .speculation profits should first be allowed to be 
absorbed by speculation loss carried forward and that the 
balance alone should be set off against losses from other sources, 
instead of the existing practice of arriving at the assessable in- 
come by setting off speculation profits against losses under other 
sources before setting off speculation loss carried forward. 


Payment of Taxes on Disputed Amounts: 

Replying to the suggestion that payment of taxes on 
disputed amounts .should be kept in abeyance till disposal of 
appeals or reference at the final stage, the Member said that 
under the law such keeping in abeyance was restricted upto the 
stage of the di.sposal of appeal by an Appellate A.ssistant Com- 
missioner and that it was impossible to give a definite formula 
to be applied in all cases. He, however, added that every case 
would be examined on its merits and in extremely hard cases 
tax on disputed amount could be deferred till the disposal of 
the final appeal or reference. 

Issue of Refunds: 

As regards the complaint that refunds were not being issued 
quickly, Shri Chari asserted that the complaint was not quite 
correct and that in 95 per cent of the cases refunds were granted 
straightaway. Quoting figures, he stated that during the 5 
months ended 31st August 1957, refunds to the tune of Rs. 3.34 
crores were issued. 

Allowance of Legal and Accountancy Expenses: 

Shri Chari stated that the practice of allowing Lawyers’ 
and Accountancy fees as expenses in connection with the 
settling of income-tax liability could not be extended to expenses 
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incurred at higher stages of appeal or reference, as, in his view, 
even the present position was quite generous and most of the 
work of accountants would have been completed before the 
Income-tax Officers. 

Assessment to Wealth lax of Trade Associations, etc.: 

The Central Board Member clarified that trade associations, 
chambers of commerce, etc., even though not registered under 
Sec. 2v^ of the Companies Act, 1956, would be exempt from 
Wealth Tax. 

I he other points raised in the Memorandum and discussed 
with Shri V. V. Chari by the Chamber were: 

Payments for Charitable Purposes — Relief to Partners. 
Current Profits Deposits. 

Powers of Appellate Assistant Commissioners. 

Assessment of Firms. 

Section 49C. 

Reliance to be placed on Books of Accounts of Assessees. 

Assessment to Income-tax of Trade Associations, Chambers 
of Commerce, etc. 

Group System of Working. 

Wealth Tax Returns. 

Arbitration Proceedings under the Wealth Tax Act and 
the Estate Duty Act. 

Rule 2 of the Schedule to the Wealth Tax Act. 


APPENDIX 14 
Wealth Tax Act, 1957 

Letter No. 2553 dated 29th November 1957 from Chamber 
to the Central Board of Revenue. 

The Committee of the Indian Merchants' Chamber desire 
to refer to Circular No. 3 W.T. of 1957 dated the 28th 
September 1597 issued by the Central Board of Revenue 
containing instructions on Location and Valuation of Assets 
under the Wealth Tax Act, 1957. According to these instruc- 
tions, in respect of valuation of immovable properties, where 
the value of the assets cannot easily be ascertained in the 
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manner therein indicated, the Wealth Tax Officer is empowered 
to adopt the capital value of the property determined by the 
appropriate Authority in the latest assessment for purposes of 
Property Taxation. Where such Municipal valuation is too 
low by reason of the rents received being small, or where no 
valuation has been made by any Municipality, or where the 
property is situated in a locality in which there is no Munici- 
pality, the Wealth Tax Officer has been authorised to estimate 
.the reasonable annual value of the property and determine its 
.capital value as a multiple, say, of 20 times such annual value. 

My Committee are of the considered view that it will be 
unfair and inecjuitable to assess the capital value of property 
.by way of multiplying its annual value by 20 times as provided 
for in the instructions. They feel that the capital value should 
not exceed 15 times the net annual value of the property 
obtained after deducting all the taxes paid in respect of the 
property as well as the cost of repairs, insurance and other 
reasonable expenses incurred in connection therewith. Any 
computation of the capital value on the basis of the afore- 
mentioned instructions, viz. 20 times of the annual value, would 
result in undue harassment to the assessees concerned and will 
also entail unnecessary expenses in getting disputes adjudicated. 

My Committee, therefore, request that the Central Board 
will be pleased to give their earnest consideration to the above 
.aspect and to modify the instructions so as to assess the capital 
value of properties at not more than 15 times the net annual 
value for purposes of the Wealth Tax Act. 


APPENDIX 15 

Wealth Tax Act — Sections 45(d) and 5(1) (xxi) 

Letter No. 2809 dated 30th December 1957 from Chamber 
to the Central Board of Revenue. 

Clause 45(d) of the Wealth Tax Act grants a ‘wealth tax 
'holiday ' for a period of five years from the date of incorporation 
to a company established for the purpose of carrying on an 
industrial undertaking engaged in the manufacture, production 
or processing of goods or articles or in mining or in generation 
or distribution of electricity or power. Clause (xxi) of sub- 
section (1) of Section 5 purports to give a similar exemption 
to that contained in Clause 45(d) to companies which under- 
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take substantial expansion of their undertakings. Both these 
provisions were inserted at the Select Committee stage of the 
relevant Bill and it is clear from the Report of the Select Com- 
mittee that clause (xxi) of sub-section (1) of Section 5 was 
inserted with the intention of making available to the new units 
of existing companies similar exemption as is contained in Sec- 
tion 45(<i) of the Act to new industrial companies. 

However, in drafting clause (xxi) of sub-section (1) of 
Section 5 of the Act this intention of the Select Committee does 
not appear to have been fully implemented. Under Section 
45(d) exemption is available even to companies incorporated 
before the coming into operation of the Wealth Tax Act, 
although the benefit is confined to the first five years of its 
operation. The exemption available under clause (xxi) of sub- 
section (1) of Section 5 has, however, been confined to new units 
set up after the commencement of the Act so that the benefit 
under this provision is not available to new units established 
before the coming into operation of the Act. In view of the 
dear intention of the Select Committee regarding the avail- 
ability of the benefit under the two provisions above mentioned, 
it is felt that there has been some inadvertence in the drafting 
of the provision contained in clause (xxi) of sub-section (1) of 
Section 5 of the Act. 

The Committee of the Indian Merdiants' Chamber in the 
circumstances request that necessary steps may be taken as early 
as possible for amending the relevant provisions contained in 
Section 5 with a view to give effect to the dear intention of the 
Select Committee by making the benefit under that provision 
.available to new units established by existing companies even 
.before the coming into operation of the Act, the period of the 
benefit being of course confined to five years from the establish- 
ment of such units and in the meanwhile, the benefit be allowed 
under executive instructions. 

Letter No, F. No. 1 j 1 j 58-W .T. dated 31st January 1958 from the 
Central Board of Revenue to Chamber. 

With reference to your letter No. 2809 dated 30th December 
1957 on the above subject, I am directed to say that the exemp- 
tion provided by clause (xxi) of sub-section (1) of Section 5 of 
the Wealth Tax Act, 1957, is available only to the new units 
set up after the commencement of the Act. It is not possible 
for the Board to extend this exemption to the units set up prior 
-^to 1st April 1957. 

18 
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Letter No. 342 dated 5th March 1958 from Chamber to the 
Central Board of Revenue. 

I am directed by the Committee of the Indian Merchants' 
Chamber to acknowledge receipt of your letter No. F.1/1/58- 
W.T. dated the 31st January 1958 and note that it is not possible 
for the Board to extend the exemption provided by Clause (xxi) 
of sub-section (1) of Section 5 of the Wealth Tax Act, 1957 to 
units set up prior to 1st April 1957. My Committee are fully 
aware that according to Clause (xxi) of sub-section (1) of Section 
5 of the Wealth Tax Act, as it stands at present, the exemption 
would be available only to new units set up after the com- 
mencement of the Act and had, therefore, requested, in our 
letter of the 30th December last, for taking necessary steps for 
amending the relevant provision with a view to making available 
the exemption to new units established by existing companies 
even before the coming into operation of the Act. 

My Committee had therein invited the Board’s attention 
to the report of the Select Committee on the relevant Bill and 
had pointed out that the intention of the Select Committee in 
recommending the insertion of the relevant provision was to 
give new units set up by existing companies similar exemption 
as is contained in Section 45(d) of the Act to new industrial 
companies. The idea of giving the exemption is to give relief 
to new units for some period, viz. 5 years after their coming 
into existence, and this relief should be available to all new 
units for the limited period wdiether such units come into 
existence before or after the coming into force of the Act. 

My Committee, therefore, once again request the Board to 
reconsider the issue and to take early steps for amending the 
law with a view to give effect to the clear intention of the 
Select Committee and making available to new units established 
prior to 1st April 1957 of existing companies also the benefit 
of the exemption for the |>eriod of 5 years from their coming 
into being. 


APPENDIX 16 

Disposal of Appeals by Appellate Assistant Cennmissioners 
during the pendency of similar issues before the High Courts 

Letter No. 835 dated 3rd April 1957 from Chamber to the 
Central Board of Revenue. 

The Committee of the Indian Merchants' Chamber under- 
stand that while the hearing of appeals pending before the 
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Appellate Assistant Commissioners of Income-tax involving 
issues similar to those decided by a High Court in favour of 
the assessee are being postponed from time to time, in certain 
cases on the ground that the decision of the High Court is 
being taken up in appeal before the Supreme Court by the 
Department and in other cases without giving any reasons for 
the postponement, an entirely contrary approach is being made 
in the disposal of appeals pending before the Appellate Assis- 
tant Commissioners involving issues similar to those pending 
before a High Court by expediting their disposal without 
taking into account requests by assessees for postponement of 
such cases till the disposal of the reference pending before the 
High Court. As a result of this approach made by the Depart- 
ment in the disposal of appeals, the assessees are put to gieat 
financial strain inasmuch as while on the one hand they are 
deprived of the benefits of the decision of the High Court in 
their favour by way of refund, on the other hand, they are 
required to comply with the demand for payment of taxes 
arising out of the disposal of appeals against them. 

As an instance of what has been stated above, it may be 
mentioned that recently a number of cases under Section 24(1) 
of the Indian Income-tax Act involving the question of split- 
ting up of speculation losses from other business losses, which 
were held back on account of the pendency of a reference 
before the Bombay High Court on the correct interpretation 
of the relevant Section, were disposed of in spite of requests 
from assessees for postponement of the hearing of the appeals. 
Again, cases regarding payment of taxes on excess dividends 
under the Finance Act, which issue has been decided by the 
Bombay High Court in favour of the assessee, are being post- 
poned on the ground that the decision of the Bombay High 
Court is being tested before the Supreme Court by the Depart- 
ment. As the Board will appreciate, the postponement of the 
hearing of these appeals involving issues decided by the High 
Court in favour of the assessee precludes the assessees from 
claiming refund which would be due to them in terms of the 
judgment of the High Court. 

As it has already been pointed out, the procedure adopted 
in disposal of appeals results in the assessees being deprived of 
their normal rights and involving them in further financial 
difficulties. 

My Committee, therefore, urge that the Board may con- 
sider the difficulties explained above and issue necessary instrue- 
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tiohs requiring the Department to adopt a reasonable and 
consistent attitude in the matter of disposal of appeals before 
Appellate Assistant Commissioners. 


APPENDIX 17 

Income-tax on Amounts received by Employees by way 
of Gratuity 

Letter No. 886 dated nth April 1957 from Chamber to the 
Central Board of Revenue. 

Under Section 7 of the Indian Income-tax Act amounts 
received by employees under Schemes of Gratuity framed by 
their employers are liable to income-tax in their hands under 
the head Salaries . Gratuities are payments made to em- 
ployees at the end of their service with the employers in con- 
sideration of the services rendered by such employees and as 
a payment for the benefit of the employee concerned in his old 
age and his family. In bringing these payments to tax in the 
year when the employee leaves the service of the employer they 
are added on to the income of the employee in that year so 
that the amounts by way of gratuity become liable to tax at a 
higher rate and in some cases a major portion of this amount 
is consumed by way of taxes, thus defeating the object of pay- 
nient of gratuity. The Committee of the Chamber feel that it 
IS necessary to evolve a scheme by which the amount of gratuity 
is not whittled down and at least a major portion of it goes 
into the hands of the employee for the purpose of achieving 
the object for which such schemes are framed. 

My Committee, therefore, suggest that the amount of 
gratuity received by an employee on leaving service may be 
spread over at least for a peric^ of 3 years commencing from 
the year subsequent to the year of leaving the service of the 
employer. Alternatively, my Committee would suggest that 
the payment received under the scheme of gratuity shall at least 
be considered as income accruing to the employee in the year 
subsequent to the year of his leaving the service and assessed 
to tax as income of that year. 

My Committee hope that the Board would take into 
account the need for some relief in the matter of taxation of 
amounts received under Schemes of Gratuity and accept the 
suggestion mentioned above. ^ 
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Letter No. 42{53yijr . j 57 dated 27th April 1957 from the 
Central Board of Revenue to Chamber. 

I am directed to refer to your letter No. 886 dated the 
13th April 1957 and to state that Section 60(2) of the Income- 
tax Act provides for the grant of relief by the Central Govern- 
ment in cases where an employee is taxed by reason of the 
receipt of a fatuity at a rate higher than that at which he 
would otherwise have been taxed. This relief would be given 
if the employee applies for it through the Income-tax Officer. 
The Board do not consider that any further relief is called for. 


APPENDIX 18 

Indian Income-tax Act — Section 10(2) (vi) — Allowance of 
Initial Depreciation 

Letter No. 777 dated 28th March 1957 from Chamber to the 
Central Board of Revenue. 

Section 10(2)(vi) of the Indian Income-tax Act provides 
inter alia for an initial depreciation allowance in addition to 
the usual depreciation allowance in respect of buildings newly 
erected or machinery or plant newly installed after the 31st 
March 1945. On a strictly legal interpretation of this provi- 
sion it has been held that an assessee would be entitled to claim 
this initial depreciation on a building newly erected by him 
or machinery or plant installed by him after the relevant date 
only if the building or the plant and machinery was used for 
purposes of the business in the accounting year. In a recent 
case, the Bombay High Court held that in order to enable an 
assessee to claim the initial depreciation three conditions have 
to be satisfied, viz. that (1) a business must be carried on by the 
assessee, (2) for the purpose of the business the building must 
be erected in the year of account and (3) the building must be 
used for purposes of the business. 

While giving this judgment the learned Judges expressed 
that they were fully conscious of the anomaly and inconvenience 
which was likely to be caused to an assessee by putting such an 
interpretation upon Section 10(2)(vi). The Committee of the 
Indian Merchants' Chamber desire to point out that the 
object in allowing initial depreciation being to give an impetus 
to businessmen and industrialists to start new factories and to 
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instal new machinery, it is but proper that initial depreciation 
should be granted in cases where the building is erected or the 
plant and machinery are installed in the year of account even 
though they may not have been used for the business of the 
assessee in that year. 

In this connection, my Committee would invite the atten- 
tion of the Board to the following passage from the Judgment 
of the learned Judges of the Bombay High Court in the case 
above referred to, reported in 1957 — 31 I.T.R., p. 203: 

“ Before we part with this reference, we must draw the 
attention of the taxing authorities to the obvious in- 
justice which the assessee company has suffered by 
reason of what we must consider to be a lacuna in the 
law. If the intention of the Legislature was to give an 
impetus to an assessee who sets up new buildings and 
instals new machinery, then there is no reason why this 
particular assessee should not get the benefit of initial 
depreciation. There is no reason on principle why this 
assessee should have got the benefit of initial deprecia- 
tion if it had completed its building a few months before 
the year of account and had comrnencetl production. 
We, therefore, request the authorities to sympathetically 
consider the case of the assessee and to give such relief 
as they think proper." 

In view of the above observations of the learned Judges, 
my Committee would request the Board to issue executive in- 
structions for giving initial depreciation to such cases the facts 
of which are similar to the one considered by the learned 
Judges of the High Court and if necessary to take such steps 
as may be required for amending the law for giving effect to 
the opinion expressed by the Bombay High Court. 

Letter No. 27 {22)-! .T . j 57 dated 9th Ajyril 1957 from the 
Central Board of Revenue to Chamber. 

I am directed to refer to your letter No. 777 dated the 28th 
March 1957 and to state that instructions have already been 
issued in June 1956 to all Income-tax Officers to allow initial 
depreciation in the first year of use of the newly erected 
machinery or newly erected building in question. If the relief 
has not been given in any particular case, the Board may please 
be informed of the details of the case. 
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Indian Income-tax Act — Section 16(2) — Grossing up 
of Dividends 

Letter No. 116 dated 28th March 1951 from Chamber to the 
Central Board of Revenue. 

As the Central Board of Revenue are aware, prior to the 
amendment of the proviso to sub-section (2) of Section 16 of 
the Indian Income-tax Act by the Finance Act, 1956, dividends 
declared by a company from the profits of previous years, which 
had already been subject to tax, were not grossed up on the 
plea that the company was not liable to income-tax on these 
amounts in the relevant assessment year. Though assessees in 
respect of whose assessments substantial amounts were involved 
and who were in a position to obtain necessary advice and test 
the decisions of the Income-tax Officers in appeal, filed appeals 
before the Appellate Assistant Commissioner, many poor 
assessees who did not have the benefit of such advice did not 
file appeals. As the decisions taken by the Income-tax Officers 
did not appear to be proper and arose out of a misconstruction 
of the relevant provision, representations were made to Gov- 
ernment for a clear clarification of the implications of the 
relevant position and this was done by recasting the proviso 
by the Finance Act of 1956 and giving the necessary relief in 
respect of grossing up. 

However, those assessees who did not file appeals against 
the orders of the Income-tax Officers as well as those whose 
appeals were dismissed by the Appellate Assistant Commission- 
ers but could not proceed further before the Tribunal or before 
the Commissioner of Income-tax were not in a position to avail 
of the benefits arising from the clarificatory amendment made 
in 1956. While assessees who made refund applications after 
the amendment got the benefit of grossing up, those who had 
already submitted applications before the said amendment were 
deprived of the relief. 

My Committee feel that this discriminatory treatment is 
not justifiable and requires to be set right. They, therefore, 
request that necessary departmental instructions on the follow- 
ing lines may be issued with a view to remedy the hardship 
and injustice caused to those assessees who have been deprived 
of the benefit of the relevant provision of the amended proviso 
for no fault of theirs: 
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(1) By rectifying under Sec. 35 of the Act those assessments 
where dividends paid from past profits have not been 
grossed up; 

(2) By granting relief under Sec. 48 of the Act by requiring 
the assessees to submit fresh refund applications. 


APPENDED 20 

Meeting with Shri M. K. Venkatachalam, Deputy Secretary, 
Ministry of Finance, Government of India 

Points for discussion with Shri M. K. Venkatachalarn, Defnity 
Secretary, Ministry of Fmance, Government of hidia oji matters 
connected with the Central Sales Tax Act on Friday, the 27th 
September 1957, at 4,00 p.rri. 

(1) Inter-State Sales Tax on* goods meant for export: 

When an article meant for export from one State is to be 
imported from another State, it bears inter-Statc sales tax at 
1% under the Central Sales Tax Act. It has been represented 
to us that this tax is found to be burdensome by the export 
trade which is meeting with keen competition in the overseas 
markets. The Export Promotion Committee (1948) had 
observed that the levy of sales tax on exports at any stage has 
the effect of export duty and reduces the competitive capacity 
of our export products in the overseas markets vis-a-vis similar 
products from other supplying countries. Having regard to 
the imperative need for promotion of our exports in the con- 
text of the present acute foreign exchange difficulty faced by 
the country, it is essential to see that the competitive capacity 
of our various export products is increased by reducing the 
burden of imposts thereon as much as possible. Towards that 
end, we would suggest that suitable provision be made in the 
Central Sales Tax Act for grant of rebate of the inter-State 
sales tax paid on goods imported from one State into another 
for the purpose of exports. 

(2) Applicability of the Central Sales Tax on sales of goods 
made in the course of inter-State trade to dealers in the 
State of Jammu and Kashmiri 

The Collector of Sales Tax of the Bombay State issued a 
Circular towards the end of July last, clarifying that a dealer 
from the State of Bombay making a sale in the course of inter- 
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State trade or commerce to a purchaser in the State of Jammu 
and Kashmir would be liable to pay Central sales tax calculated 
in the manner provided for in Section 8(2) of the Central Sales 
Tax Act. The attention of the Chamber was subsequently 
drawn to a Notice issued by the Kashmir Chamber of Com- 
merce to the effect that, according to the advice received by it 
from the Central Government, no sales tax under the Central 
Sales 1 ax Act was payable on inter-State sales by dealers in 
the State of Jammu and Kashmir to dealers in other States in 
the Indian Union or on inter-State sales by the dealers in other 
States to dealers in the State of Jammu and Kashmir. When 
the Collector of Sales Tax was requested to clarify the exact 
position in the matter, he stated that the position as stated in 
the Notice issued by the Kashmir Chamber of Commerce was^ 
correct only to the extent that no sales tax was leviable on sales* 
by Jammu and Kashmir dealers in the course of inter-State 
trade to parties in other States. It W2is, however, added that 
the Notice of the Kashmir Chamber of Commerce was not 
correct in stating that no tax was leviable on the sales by the 
dealers of other States in the course of inter-State trade tO' 
dealers in Jammu and Kashmir State. Thus, according to the 
interpretation of the Sales Tax Department of Bombay, a 
dealer from the State of Bombay selling and despatching goods 
to a dealer in the State of Jammu and Kashmir will have to 
pay Central sales tax collected in the manner prescribed in 
Section 8(2) of the Central Sales Tax Act, i.e. at the rates 
chargeable on intra-State sales under the Bombay Sales Tax 
Act, 1953. We, however, understand that certain States like 
West Bengal are not levying sales tax under the Central Sales 
Tax Act on inter-State sales effected by the dealers in those 
States to parties in the State of Jammu and Kashmir. This 
has resulted in discrimination between the dealers of the States 
like Bombay which are levying inter-State sales tax on sales 
made by the dealers within their jurisdiction to the dealers in 
the State of Jammu and Kashmir and the dealers in other 
States which are not levying inter-State sales tax on such trans- 
actions. We would urge that this point should be considered 
at an early date, with a view to adopting a uniform policy by 
all the States in the matter of levy of sales tax on inter-State 
sales to dealers in the State of Jammu and Kashmir. 

In case the decision to levy sales tax on inter-State sales 
by the dealers in the various States in the Indian Union to 
parties in the State of Jammu and Kashmir is adhered to, there 
is one point which we would like to urge for Government’s 
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consideration. The wording of sub-section (2) of Section 1 of 
the Act to the effect that It extends to the whole of India 
except the State of Jammu and Kashmir*’ led the dealers to 
believe that sales effected by them to the parties on the same 
basis as exports outside the territory of India for purposes of 
the Act and so not liable to the levy of inter-State sales tax 
under the Act. There was some time-lag between the com- 
mencement of the levy of inter-State sales tax under the Act 
and the clarification issued by the Sales Tax Authorities regard- 
ing sales to Jammu and Kashmir dealers. The position was 
clarified by the Sales Tax Department of the Bombay State, for 
instance, only at the end of July last. The dealers who had 
made sales to the parties in the State of Jammu and Kashmir 
in the meantime had not collected inter-State sales tax thereon. 
It is, therefore, suggested that sales made by the dealers to the 
parties in the State of Jammu and Kashmir prior to the clari- 
fication should, as a special case, be treated as exempt from the 
levy of inter state sales tax, if no tax was collected on such sales 
by the vSelling dealers concerned. 

(3) Goods required for use in the manufacture of other goods 

for sale: 

Section 8(1) of the Central Sales Tax Act provides for the 
levy of inter-State sales tax at the preferential rate of 1% on 
goods other than declared goods specified in the Certificate of 
Registration of the registered dealer purchasing gocxls as being 
intended for use by him in the manufacture of gCKxls by sale. 
The goods which would come within the purview of this pre- 
ferential rate have to be specified by the Sales Tax Authorities 
concerned. Until recently, the Sales Tax Authorities of the 
State of Bombay were allowing only those items which went in 
the manufacture of the finished article as raw materials or com- 
ponent parts. Even important machines, spare parts and 
engineering stores without which no manufacturing process 
could be carried on were disallowed in certain cases by those 
Authorities. As against this, the Sales Tax Authorities of some 
of the other States like the Punjab and Bihar have been allow- 
ing all such items. On representations made to him, however, 
the Collector of Sales Tax, Bombay, issued a Circular towards 
the end of the last month, announcing Government’s decision 
to specify in the Registration Certificates issued to manu- 
facturers, processors and contractors under the Central Sales 
Tax Act, the following goods which could be purchased on 
declarations in Form ' C namely, raw materials, processing 
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materials, machinery, spare parts, plant, tools-equipment, fuels, 
lubricants, etc., which are intended to be used in the manu- 
facture or processing of goods for sale in the execution of 
contracts. As per this Circular, Certificates of Registration 
already issued under the Central Sales Tax Act would be 
amended accordingly, so as to include the above-mentioned 
ancillary goods therein. While the issue of this Circular 
means an improvement over the position obtaining previously, 
we would like to emphasize that all goods which are required 
for the manufacture of finished products should, as a matter of 
course, be allowed the benefit of the preferential rate of 1% 
for inter-State sales tax. Further, we would suggest that there 
should be uniformity in the policies followed by the Sales Tax 
Authorities of the different States in this regard. 

(4) Levy of Sales Tax o7i inter-State sales to manufacturers and 
processors : 

Under the provisions of Section 8 of the Central Sales Tax 
Act, in the case of ‘ declared goods ', the benefit of the prefer- 
ential rate of 1% for inter-State sales tax is available only if 
the goods are sold for the purpose of resale and not for the 
purpose of use in the manufacture or processing or for use in 
the execution of any contract. ‘ Declared goods ' sold by a 
registered dealer in one State to manufacturers or processors 
or contractors in another State are, therefore, liable to inter- 
state sales tax at the rate prevailing in the exporting State 
under the General Sales Tax Law of that State. The exclusion 
of the ‘ declared goods * from the benefit of the preferential 
rate of 1% may be justified on the ground that the Central 
Sales Tax Act imposes a maximum limit of 2% on the rate of 
sales tax or purchase tax levied under the sales tax laws of the 
States on such goods. It should, however, be pointed out that, 
when goods are sold by the producers or importers in one State 
to manufacturers, processors, or contractors in another State, 
the ‘ declared goods ’ which are considered as of special im- 
portance in inter-State trade or commerce would be subject to 
tax upto 2%, whereas other goods would be taxed only at 1%. 
Apart from this anomaly, the point requires to be considered 
from the viewpoint of reducing the cost of production of the 
finished products, in which the ‘ declared goods ' are used. 
We would, therefore, urge for Government's consideration the 
feasibility of including even the ‘ declared goods ' sold to 
manufacturers, processors, etc. within the purview of the pre- 
ferential rate of 1% levied on inter-State sales. 
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(5) Goods sold in the course of inter-State trade by transfer of 

Documents of 7 itle to the goods, such transfer taking place 

in the State of the Purchasing Dealer: 

When goods are despatched by a dealer in one State to a 
dealer in another State and delivery of the same given to the 
buyer by transfer of documents of title to the goods, such as 
R/R in the buyer’s State, the question arises as to which is the 
‘ appropriate authority ’ entitled to levy inter-State sales tax on 
this transaction. The point is not quite clear from the provi- 
sions of the Act and the Rules made thereunder, and the same 
requires clarification at an early date. In our opinion, it is the 
exporting State which should be entitletl to levy inter-State sales 
tax on such transactions. This would be necessary also from 
the point of view of avoiding a situation whereunder a State 
Government would impinge administratively ujx)n the dealers 
of another State, if the importing State were allowed to levy 
tax on such transaction,s — a situation which had caused a good 
deal of harassment and hardship to the traders throughout the 
country for a long time prior to the Judgment of the Supreme 
Court dated 6th September 1955. At any rate, the point 
.should be clarified as early as possible, so as to remove the feel- 
ing of suspense prevailing among the traders on this score. 

(6) Goods Returned: 

Under the Central Sales Tax Act, as it obtains at present, 
no provision has been made for the refund of the amount of 
tax paid on goods, which arc returned. Such a provision 
obtains under the General Sales Tax laws of most of the States. 
We would suggest that similar provision be made in the Central 
Sales Fax Act also, so as to allow refund of the amount of tax 
provided for under that Act on goods which arc returned to 
the selling dealer in a specified period. 

(7) Provision for Revised Returns: 

There is no provision under the Central Sales Tax Act for 
submission of revised returns. Sometimes, dealers may notice 
bona fide mistakes in their returns, after the same have been 
submitted to the .Sales Tax Authorities concerned. They 
would not, however, be able to submit revised returns in such 
cases for want of provision under the Central Sales Tax Act in 
that regard. The Sales Tax laws of most of the States contain 
a provision permitting submission of revised returns. We 
would suggest that a similar provision should be made in the 
Central Sales Tax Act also. 
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(8) Lexr^ of Tax under Sec, 8(2) on Sales by Manufacturers and 
Importers in Bombay State and those by other dealers in 
the State: 

A question was raised as to what would be the rate of 
Cential sales tax that would be payable by a dealer registered 
under the Central Sales Tax Act, who had purchased goods on 
declarations in Forms J and K prescribed under the Bombay 
Sales 1 ax Act and sold them in the course of inter-State trade 
^ another State not registered under the Central 

Sales Tax Act or to a consumer in that State. The Collector 
of Sales Tax, Bombay, has clarified that the rate at which the 
Central sales tax would be payable in such cases will be equi- 
valent only to the general sales tax payable under the Bombay 
Act. ^ 


A dealer in Bombay State purchasing goods from another 
dealer in the State, being a manufacturer or an importer on 
declaration in Forms J and K has not to pay any tax 
under the Bombay Sales Tax Act. When he, in turn, sells the 
goods to a dealer of another State, not registered under the 
Central Sales Tax Act or to a consumer in that State, in terms 
of the above clarification of the Collector of Sales Tax, he will 
have to pay inter-State sales tax at the rate equivalent to the 
rate of general sales tax leviable under the Bombay Act. On 
the other hand, the manufacturer or the importer, from whom 
the selling dealer in question has purchascxl goods, himself sells 
the goods to a dealer of another State not registered under the 
Central Sales Tax Act or to a consumer in that State, the tax 
payable by him under the Central Act on such a transaction 
will be equivalent to the sum-total of both the sales tax and the 
general sales tax levied under the Bombay Sales Tax Act. As 
a result of the working of the Bombay Sales Tax Act and the 
Central Sales Tax Act, the manufacturers and importers are 
thus placed in a disadvantageous position vis-a-vis other dealers, 
who buy goods from them under Certificates in Forms J and K 
prescribed under the Bombay Sales Tax Act, in the matter of 
inter-State sales to unregistered dealers and consumers in the 
other States. The difference in the amount payable as inter- 
state sales tax by manufacturers or importers in the State of 
Bombay on their sales to unregistered dealers or consumers in 
other States and that payable by other dealers in the State buy- 
ing goods from the manufacturers or importers under Certi- 
ficates in Forms J and K under the Bombay Act on similar 
transactions is, in the case of certain goods, substantiaL 
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We are bringing this anomaly to your attention, with the 
hope that suitable modifications and adjustments in the present 
position will be made, so as to ensure that no hardship is 
caused to any particular section of the ttade as a result of the 
working of the sales tax measure. 

(9) Sales by trarisfer of documents: 

Section 3 of the Central Sales Tax Act lays down that the 
sale or purchase of goods shall be deemed to take place in the 
course of inter state trade or commerce if the sale or purchase — 
{a) occasions the movement of goods from one State to 
another; 

(b) is effected by a transfer of documents of title to the 
goods during their movement from one State to 
another. 

In some of the trades, according to the normal methods of busi- 
ness, sales by transfer of documents are effected 2 or 3 or even 
4 times before the delivery of the goods is taken by the ultimate 
buyer. By virtue of the provisions of Section 3, as above, every 
such sale by transfer of documents of title to gootis would 
attract inter-State sales tax under the Central Sales l ax Act. 
The addition of tax at every stage fn this way only adds to the 
cost structure of the article. We would, therefore, suggest 
that, with a view to preserving the normal methods of business 
prevalent in some of the trades over a number of years and 
with a view to reducing the incidence of the Central sales tax 
on inter-State sales of the goods in question, the provisions of 
Section 3 of the Central Sales Tax Act should be modified so 
as to ensure that inter-State transactions should be subject to 
inter-State sales tax only at the point at which there is a sale 
by a dealer in one State to a dealer in another State. 

(10) Declaration in Form * C* — Responsibility for: 

On the question of responsibility in regard to declarations 
in Fonn ‘ C * furnished by the purchasing dealer to the selling 
dealer, we understand that the Sales Tax Department of 
Bombay holds the view that the responsibility is primarily of 
the selling dealer and he must see to it that the dealer furnish- 
ing declarations in Form ‘ C ' is, in fact, entitled to give the 
same. We would point out that in the very nature of things 
it is not proper to fasten the responsibility on the selling 
dealer. There would be practical difficulties in the selling 
dealer being able to find out whether the purchasing dealer is 
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entitled to issue declarations which the selling dealer has 
received. The proper course would be that, if necessary, the 
Sales I ax Authorities of the State of the selling* dealer should 
make a reference to the Sales Tax Authorities of the State of 
the buying dealer and find out whether the declaration the buy- 
ing dealer has furnished to the selling dealer is proper and in 
order. In any case, the selling dealer should be absolved 

from any responsibility regarding declarations furnished to 

him hy the purchasing dealer. 

(11) Form 'A' prescribed under the Central Sales Tax 

{Re strati on and Turnover) Rules: 

We have all along emphasized the need to keep the 
number of Forms prescribed under a Sales Tax Law as low as 
possible and also to see that the forms are simple and require 
the dealers to furnish only the relevant information. From 
that point of view, we feel that Form ‘ A ' prescribed under 
the Sales Tax (Registration and Turnover) Rules could be 
revised with a view to its simplification. For instance, Entry 8 
therein requires the dealers to furnish particulars relating to 
their registration, licence, etc. issued under any law for the time 
being in force. There is no reason why these particulars should 
be required to be furnished by the dealers as they do not 
appear to be relevant to the purpose of registration under the 
Act. We would suggest revision of the Form ‘ A ’ with a view 
to deleting ^herefrom entries which ask for information which 
is not relevant. 

(12) Form ' CT {Declaration Form): 

There is one point which we would like to bring to your 
notice in connection with Form ' G ' (Form of Declaration) 
prescribed under the Central Sales Tax (Registration and Turn- 
over) Rules, 1957, and to be used at the time of making pur- 
chases from out-of-State sellers. Purchasing dealers are 
required in that Form, among other things, to certify that the 
goods purchased by them are for resale or for use in the manu- 
facture of goexis for sale or for use in the execution of contracts 
or for packing of goods for resale. Although Section 8(3) pro- 
vides for purchase of containers or other materials used for the 
packing of goods by the manufacturers or processors at the pre- 
ferential rate of 1%, Form ‘C' does not contain a column 
under which the manufacturers or processors could make a 
declaration in the Form to that effect. We would urge addi- 
tion of this column in Form * C\ in order to bring it in con- 
formity with the provisions of the Act. 
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(13) Deduction of the amount of sales tax from the gross turn- 
over for the purpose of arriving at the taxable turnover: 

No provision is made under the Central Sales Tax Act for 
deduction of the amount of sales tax from the gross turnover 
for the purpose of arriving at the taxable turnover. Such a 
provision exists under the Sales Tax Laws of the States. Even 
the Forms of Returns prescribed under the State Sales Tax 
Laws provide for deduction of the sales tax from the gross, turn- 
over for arriving at the taxable turnover. The absence of such 
a provision results in an anomaly of the tax being recovered 
by the Sales Tax Department on the tax collected by a dealer 
from his purchaser. We would, therefore, suggest that a suit- 
able provision allowing deduction of the amount of sales tax 
from the gross turnover for arriving at the taxable turnover 
.should be made under the Central Sales Tax Act. 

^14) Form IlIB (Form of Return) prescribed under the Central 
Sales Tax (Bombay) Rules-^igned copy of the sales 
register prescribed under the Rules to be enclosed with the 
Form of Return: 

Item No. 12 in the Return Form (Form IIIB) under the 
•Central Sales Tax (Bombay) Rules requires a dealer to enclose 
with his return a signed copy of the sales register to be kept 
by him under the Rule.s. In our opinion, submission of a 
;signed copy of the sales register with the return is flot necessary, 
as the register can be checked and examined at the time of 
assessment. Sending of a copy of the register with the return 
involves avoidable clerical work. We would suggest that the 
form of return should be amended so as to delete therefrom 
the clause requiring dealers to send signed copies of the sales 
register along with their returns. 

Item 12 in the Form of Return previously also required 
dealers to enclose with their returns original copies of each of 
the Declarations received by them from the purchasing dealers 
in the other States. On representations from the various sec- 
tions of the trade to the effect that the compliance with this 
requirement involved unnecessary inconvenience, the Sales Tax 
Department of the Government of Bombay decided not to in- 
sist on the compliance of this requirement and consequently it 
IS not now necessary for dealers furnishing returns under the 
Central Sales Tax Act to enclose with their returns copies of 
the Declarations in Form ‘ C ’ received by them from the pur- 
chasing dealers. In the same way, for reasons pointed out 


^INDIAN merchants' CHAMBER 289 

above, we would suggest that the dealers should not be required 
to submit copies of the sales register with their returns. We 
may add that if our suggestion is accepted item 12 will have to 
be deleted from the Form of Return. 

SUMMARY OF REPLIES OF Shri VENKATACHALAM 
{!) Inter-State Sales Tax on goods meant for export: 

The Chamber had drawn attention to the fact that the 
inter state sales tax levied on goods imported from one State 
into another for tlie purpose of export outside the country was 
found to be burdensome by the export trade wliich is meeting 
witli keen competition in the overseas markets. The Chamber, 
therefore, suggested that suitable provision be made in the 
Central Sales l ax Act for grant of rebate of inter-State sales 
tax paid on goods imported from one State into another for 
the purpose of export. Shri Venkatachalam observed that 
Government themselves were aware of the need to give relief 
to the export trade in regard to the inter-State sales tax levied 
on goods imported from one State into another for the purpose 
of export. There were, however, difficulties in evolving a suit- 
able administrative provision for the same. Government would 
welcome suggestions from the trade regarding a suitable work- 
ing formula. 

(2) Applicability of the Central Sales Tax on sales of goods 

made in the course of inter-State trade to dealers in the 

State of Jammu and Kashmir: 

The Chamber referred to the Circular issued by the Sales 
Tax Department of the Government of Bombay stating that 
a dealer from the State of Bombay selling and despatching goods 
to a dealer in Jammu and Kashmir has to pay Central sales tax 
collected in a manner prescribed in Section 8(2) of the Central 
Sales Tax Act, i.e. at the rates chargeable on intra-State sales 
under the Bombay Sales Tax Act, and sought the confirmation 
of the Central Government on this interpretation, in view of a 
different view that was taken in certain quarters, according to 
which sales made by the dealers in any State in the Indian 
Union to the dealers in Jammu and Kashmir State were not 
:subject to Central sales tax. Shri Venkatachalam in the course 
of his reply to this point, confirmed the above interpretation 
of the Bombay Sales Tax Department, which he said, was in 
conformity with the interpretation of the Central Government 
in the matter. 
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(3) Goods required for use in the manufacture of other goods 
for sale: 

The Chamber suggested that all goods which were required 
for the manufacture of finished products shoukh as a matter of 
course, be allowed the benefit of the preferential rate of 1% 
for inter-Slate sales tax. It further suggested that there should 
be uniforinity in the policies followed by the Sales Tax Autho- 
rities in the different States in this regard. Shri Venkatachalam 
said that the ejuestion had already f)een engaging the attention 
of the Central Government. Govern mem were considering 
drawing up, in consultation with the various States, separate 
lists enumerating tlie items that were recpiircd for the purpose 
of manufacture by certain industries of an all-India importance 
such as textiles, sugar, jute, heavy chemicals, etc., and which 
could be purchased at the preferential rate of 1%, in accord- 
ance with the provisions of the Central Sales Tax Act l)y those 
who were engaged in these industries. Government would wel- 
come suggestions from the trade in regard to the drawing up 
of these lists. As fc^r the industries having local importance, 
the matter would be left to the State Governments concerned. 

(4) Levy of Sales Tax on inter-Slate sales to inanufacturers and 
processors : 

The Chamber referred to the fact that * declared goods', 
when sold by a dealer in one State to the manufacturers in 
another State, were subject to Central sales tax not at the pre- 
ferential rate of 1% but at the rate obtaining in the exporting 
State under its own sales tax law. It was pointed out that the 
rate of tax leviable in this way on ‘ declared goods ’ might 
amount up to 2% and this would increase the cost of production 
of the finished product. Shri Venkatachalam said that the levy 
of the Central sales tax on sales of declared goods to manufac- 
turers in another State at the above rate was provided for in 
the Act intentionally so as to keep the incidence of the tax on 
the goods coming from other States and that on the goods of 
the local origin on an even basis. 

(5) Goods sold in the course of inter-State trade by transfer of 
Documents of Title to the goods, such transfer taking place 
in the State of the Purchasing Dealer: 

When goods are despatched by a dealer in one State to a 
dealer in another State and delivery of the same given to the 
buyer by endorsing documents of title to the goods such as 
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R/R in the buyer’s State, the question arises as to which is the 
appropriate State entitled to levy inter-State sales tax. The 
Chamber sought clarification on this point and opined that the 
exporting State should be entitled to levy inter-State sales tax 
on sucli transactions, as otherwise, if the importing State were 
to levy tax on such transactions, we would be reverting to the 
earlier situation, whereunder, the dealers of one State were 
administratively impinged upon by the Governments of other 
States. Slni Venkataclialam said that Government fully saw 
the force nnderlvipg the Ciiamber’s suggestion and added that 
the same would be carefully examined. 

(6) Goods returned — /Refund of Tax: 

I’he (Chamber suggested that a provision be made in the 
Central Sales Tax y\ct for rcftind of the amount of tax paid 
on goods which were subsec|uently returned in a specified period. 
Shri Venkalachalam said that provision would be made in the 
rules for grant of refund of the Central sales tax paid on goods 
which are returned by the buyer to the selling dealer within a 
period of ■) montfis from the date of delivery. 

(7) Provision for Revised Returns: 

The Chamber suggested that a provision should be made 
under the Central Sales I'ax Act permitting submission of 
revised returns by the dealers. Shri Venkataclialam said that 
instructions were being issued to the Sales Tax Departments of 
the various States to permit dealers to submit revised returns 
within a specified period. 

(8) Leiry of tax under Section 8{2) on sales by manufacturers 

and importers in Bombay State and those by other dealers in 

the State. 

The Chamber drew attention to the anomaly of the differ- 
ence in the amount of Central sales tax payable by manufac- 
turers or importers in the Bombay State on their sales to un- 
registered dealers or consumers in other States and that pay- 
able by other dealers in the State buying goods from the manu- 
facturers or importers under Certificates in Forms ‘ J * and ‘ K ' 
under the Bombay Act on similar transactions. Shri Venkata- 
chalam said it was a matter with which the State Government 
was concerned. 

(9) Sale by transfer of documents: 

The Memorandum referred to normal methods of business 
in certain trades, whereunder sales were effected by transfer of 
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documents more than once before the delivery of the goods was 
taken by the ultimate buyer and stated that the levy of tax on 
every such sale added to the cost structure of the article. It 
was, therefore, suggested that with a view to preserving the 
normal methods of business prevalent in some of the trades and 
with a view to reducing the incidence of Central sales tax on 
inter state sales, the provisions of Section 3 of the Central Sales 
Tax Act should be modified so as to ensure that inter-State 
transactions would be subject to inter-State sales tax only at the 
point at which there is a sale by a dealer in one State to a 
dealer in another State. Shri Venkatachalam said that the 
suggestion of the Chamber would be examined. 

(10) Declaration in Form ' C — Responsibility for: 

I he Chamber observed that it was not proper to fasten 
the responsibility in regard to declarations in Form ‘ C ' on the 
selling dealer as w'as being done by the Sales Tax Department 
of. the Bombay State. The (Chamber suggesled that the selling 
dealer should be absolved from any responsibility regarding 
declarations furnished to him by the purchasing dealer in 
another State. Shri Venkatachalam said that the responsil)ility 
regarding Declarations in Form ‘ C ’ was primarily that of the 
selling dealer. Fie appreciated the point which was made out 
by the Chamber and said that wn'th a view to mitigating the 
difficulties of the selling dealers. Government were considering 
measures such as publication of the lists of the registered dealers, 
etc. They would also consider the question of putting some 
responsibility on the purchasing dealers themselves. 

(l\) Form prescribed under the Central Sales Tax 

(Registration & Turnover) Rules: 

Referring to Form “ A ” prescribed under the Central Sales 
Tax (Registration &: Turnover) Rules, the Chamber suggested its 
revision with a view to its simplification and deletion therefrom 
all the items which were not relevant. Shri Venkatachalam 
assured that the suggestion of the Chamber would be carefully 
examined. 

(12) Form " C”: 

Although Section 8(.S) provides for purchase of containers 
or other materials used for the packing of goods by manufacturers 
and processors at the preferential rate of 1%, Form “C” does 
not contain a column under which the manufacturers or proces- 


INDIAN merchants’ CHAMBER 293 

sors could make a declaration in the Form to that effect. The 
Chamber, therefore, urged addition of such a column in Form 
“ C ” with a view to bringing it in conformity with the provi- 
sions of the Act. Shri Venkatachalam assured that the Form 
would be suitably modified. 

(1,3) Deduction of the amount of sales tax from the gross turn- 
over for the purpose of arriving at the taxable turnover: 
The Chamber suggested a suitable provision under the 
Central Sales Tax Act for deduction of the amount of sales tax 
from the gross turnover for arriving at the taxable turnover. 
Shri Venkatachalam said that suitable provision would be made 
in the Rules. 

(14) Form IIIB {Form of Return) prescribed under the Central 
Sales Tax {Bombay) Rules— Signed Copy of the sales 
register prescribed under the Rules to the enclosed with the 
Form of Return : 

The Chamber pointed out that submission of a signed copy 
of the Sales Register with the return involved avoidable clerical 
work and suggested that the requirement should be done away 
with as the register itself could be checked and examined at the 
time of a.s,sessnient. The point was discussed at length and some 
of the members even suggested that dealers would be prepared 
to send along with their returns original copies of the Declara- 
tions received by them from the purchasing dealers, instead of 
sending signed copies of the sales register," which was causing 
a good deal of hardship and inconvenience to the trade. Shri 
Damry observed at this stage that details of every bill were not 
required by the Department and that if the general description 
of the article was given in the sales register, that would be 
sufficient. When the difficulties caused to the dealers as a result 
of the requirement of sending copies of the sales register along 
with the return were stressed by some of the members, Shri 
Darnry said that the department wotdd be prepared to accept 
copies of the invoices in lieu of the copies of the sales register. 
A circular would be is.sued to this effect shortly, he added. 


APPENDIX 21 

Sales Tax Scheme for the State of Bombay 

Letter No. 1269 dated 3rd June 1957 from Chamber to the 
Finance Department, Government of Bombay. 

Since the inauguration of the new State of Bombay, different 
sales tax laws applying to the areas which belonged to the former 
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States of Bombay, Madhya Pradesh, Hyderabad, Saurashtra and 
Kutch have been in o^^eration in the respective areas now form- 
parts of the State of Bombay. The (question of introducing 
a uniform piece of sales tax legislation applicable to all the 
areas comprising the new State of Bombay is now engaging the 
attention of Government. The Committee of the Indian 
Merchants’ Chamber would take this opportunity to address 
Government in the matter, as follows: 

Ever since sales tax was introduced in this State, my Com- 
mittee have repeatedly emphasized the importance of making 
the sales tax laws very simple, so as to make the same intelligible 
to all those who are concerned with it. As the obligations in 
respect of sales tax have to be discharged by a large number of 
merchants and traders, who normally do not have elaborate 
organizational facilities, it is necessary to stress the importance 
of making the tax structure and the formalities prescribed there- 
under simple, so as not to cause difficulties of a practical nature 
in its actual implementation. When the present Iwo-Point 
sales tax system wliich was introduced more than tliree years 
ago was on the legislative anvil, my Caimmittee had pointed 
out that the Scheme was of a very complicated cliaracter and 
the same would give rise to hardship and difficulties in its day- 
to-day application. The experience of the working of the 
Scheme during the last three years has amply borne out the fears 
of the commercial community that the implementation of the 
Scheme would cause serious hardship to tlie dealers. Ihere are 
too many forms required to be filled up by the dealers and the 
procedure and formalities to be observed by them are also oner- 
ous. The complex nature of the provisions in the rules and the 
intricacies of the different forms have caused a great deal of con- 
fusion in the minds of the traders. It may be mentioned that 
some of the provisions are not clear even to the officials of the 
Sales Tax Department and the dealers arc helpless, when they 
approach them for cLlrifications. My Committee would, there- 
fore, reiterate once again, the need to have a simple sales tax 
system, which would be easily intelligible even to the small 
trader and which will not involve any complex procedural 
formalities. 

Perhaps, it would be advisable to have an Expert Committee 
to go into the whole question of finding out a suitable system 
of sales tax for introduction in the State of Bombay. Such an 
Expert Body would be able to make a detailed study of the 
working of the different sales tax systems which are in force 
in the various States in the Indian Union and in other countries. 
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as also to ascertain the views and suggestions on the same from 
the interests concerned and to make recommendations to Gov- 
ernment regarding a suitable sales tax scheme for the State. 
My Committee would, therefore, urge Government to consider 
the desirability of appointing such an Expert Committee with 
non-official representatives drawn from the trade and industry 
thereon to go into the whole matter and to make recommenda- 
tions to Government regarding a suitable Scheme of sales tax for 
the State. 

My Committee hope and trust that the Government will 
give tlie matter their early consideration and inform them of 
the action proposed to be taken in connection with the same. 

Letter A^o. ST A. 1057 j 168952 j G-1 dated 3rd July 1957 from 
the Finance Department , Government of Bombay, to Chamber. 

With reference to your letter No. 1269 dated the 3rd June 
1957 on the above subject, I am directed to state that the sug- 
gestions made in the letter have been noted. The appointment 
of a Committee of Experts is under consideration of Govern- 
ment as stated in the Governor's address to the Houses of the 
Bom bay I -egi si a t ure. 


APPENDIX 22 

A Bill to amend certain Liaws relating to the levy of Tax on 
the Sale or Purchase of Goods in the State of Bombay 

Letter No. 697 dated 20th March 1957 from Chamber to the 
Finance Department, Government of Bombay. 

The attention of the Committee of this Chamber has been 
drawn to L.A. Bill No. IX of 1957 published in the Bombay 
Government Gazette (Part V) dated the 14th March 1957. The 
Bill seeks to amend the various Sales Tax laws which are in 
operation in the different parts of the Reorganised State of 
Bombay, so as to bring them in conformity with the provi- 
sions of the Central Sales Tax Act, 1956. The other object of 
the Bill is to adjust, in terms of the decimal coinage, to be 
introduced with effect from the 1st April 1957, the rates of tax 
levied under the different Sales Tax laws in the State of 
Bombay. 

There is one point to which my Committee would like to 
refer in connection with the Bill. The adjustment of the 
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rates of tax in terms of the decimal coinage system has neces- 
sitated amendments of certain Sections of the Acts and the 
Schedules appended thereto, giving rates of tax on the different 
commodities. In the course of these amendments, the words 
“ Seven Naye Paise ” have been substituted for the words 
“ Twelve pies The equivalent in Naye Paise of Twelve pies 
rounded off in the manner prescribed in Section 14(2) of the 
Indian Coinage (Amendment) Act, 1955, is Six Naye Paise and 
not Seven Naye Paise. For the words “ Twelve pies ”, there- 
fore, the words “Six Naye Paise” and not “Seven Naye Paise” 
should be substituted. Probably, “ Seven Naye Paise ” has 
been mentioned through oversight. My Committee have 
thought it fit to bring the matter to the notice of Government, 
so that the same may be set right, as otherwise, the implications 
of the mention of the words “ Seven Naye Paise ” would be of 
a far-reaching character, inasmuch as it would make a sub- 
stantial difference in the incidence of the tax in the aggregate. 

It is hoped that Government will give the matter their 
immediate attention and inform the Chamber of the action 
taken in connection with the same. 

Letter No. 989 dated 29th April 1957 from Chamber to the 
Government of Bombay. 

The Bombay Sales Tax Laws (Amendment) Act, 1957, 
which has been brought into force from the 8th April 1957, 
has amended the various sales tax laws which are in operation 
in the different parts of the reorganised State of Bombay, so 
as to bring them in conformity with the provisions of the 
Central Sales Tax Act, 1956. Another important amendment 
made by the latest legislation is to adjust the rates of tax levied 
under the different sales tax laws in the State of Bombay in 
terms of the decimal coinage system. When the Act was in 
the Bill form, the Committee of this Chamber had addressed a 
communication to Govefnment, pointing out that the equi- 
valent in Naye Paise of Twelve Pies rounded off in the manner 
prescribed in Section 14(2) of the Indian Coinage (Amendment) 
Act, 1955, was Six Naye Paise and not Seven Naye Paise and 
that, therefore, for the words “ Twelve Pies ” the words “ Six 
Naye Paise ” and not “ Seven Naye Paise ” should have been 
substituted. The Committee had thought that “ Seven Naye 
Paise ” had been mentioned through oversight. 

The fact that the Bill has been enacted into law and 
brought into force with “ Seven Naye Paise ” instead of “ Six 
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Naye Paise as equivalent of Twelve Pies shows that the 
mention of Seven Naye Paise was intentional and not an over- 
sight. The Committee of my Chamber have examined in 
greater detail the provisions of the new legislation in so far as 
they relate to the adjustment of the sales tax rates in terms of 
the new coinage system and they find that the cumulative effect 
of the adjustments of the various rates will be to increase the 
overall incidence of sales tax to an appreciable extent. This 
has led to the general belief that Government have taken 
advantage of the opportunity of converting the sales tax rates 
in terms of the new coinage system to enhance the incidence 
of sales tax in a concealed manner. My Committee are, there- 
fore, of the opinion that Government should have studiously 
avoided adjustment of the rates of sales tax in terms of the 
decimal coinage in a manner which will have the effect of in- 
creasing the incidence of the tax. 

Letter No, ST A4057 j 161594 j G-1 dated 15th June 1957 from 
the Government of Bombay to Chamber, 

With reference to your letter No. 989 of the 29th April 
1957, on the above subject, I am directed to state that looking 
to the general turnover of sales of articles covered by entries 
41 to 78 of the vSchedule B to the Bombay Sales Tax Act, 1953, 
in whose case a sales tax of 12 pies and a general sales tax of 
6 pies were both leviable, the increased yield of revenue by 
way of sales tax at the rate of 7 naye paise in place of 12 pies 
in the rupee is estimated to be less than Rs. 19 lakhs, while the 
decrease in yield by way of General Sales Tax on the same 
items at the rate of 3 naye paise in place of 6 pies in the rupee 
comes to Rs. 16 lakhs approximately. It can thus be seen that 
in regard to the said items the additional yield will be about 
Rs. 3 lakhs which cannot be considered to be an inordinate 
gain for Government. I may also state that in so far as the 
kerns of cloth and clothing are concerned, including entry No. 
79 of Schedule B relating to Textile fabrics, it is estiniateci that 
there will be an actual decrease in yield of about Rs. 5 lakhs 
per year in view of adjustment of the rates of Sales Tax and 
General Sales Tax in terms of decimal coinage. 

I am to request that position stated above may please be 
brought to the notice of the members of your Association. 
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APPENDEK 23 

Position of Commission Agents vis-a-vis Sales Tax 

Circular letter No, B447'57{445) dated 29th May 1957 issued by 
the Collector of Sales Tax on the above subject. 

In cxHitiriuation of this office Circular letter No. B431-57 
(397) dated the 30th April 1957 and subsequent circular letter 
No. B-445'57(445) dated the 24th May 1957 it may be clarified 
that it is for the commission agent to decide in each case 
whether in a particular transaction he is merely an agent or a 
principal dealer. In the former case, he will not be able to 
purchase the goods on a tax-free basis by giving a certificate in 
Forms J, K, N, etc., and it is open to him to prove that the 
.supply of goods by him to his principal is not a sale. In the 
latter case, he may give certificates in the forms referred to 
above like any other registered dealer, and the transaction 
between him and his principal will have to be included in his 
turnover as a separate sale, which will be subject to tax under 
the appropriate sales tax law. Where the Commission Agent 
has so included the transaction in his turnover, and does not 
claim that it is not a sale, he will be regarded as having acted 
as a principal dealer even if the relative bill or invoice given 
by him shows separately the original purchase price of the 
goods, the commission and other charges, if any. 


f 
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III. TRADE, INDUSTRIAL AND LABOUR 
LEGISLATION 


APPENDIX 24 

Interpretation of Laws by Judiciary 

Letter No. 956 dated 23th April 1957 from Charnber to the 
Ministry of Law, Government of India. 

I am desired by the Committee of the Indian Merchants 
Chamber to draw Government’s attention to the difficulties and 
confusion arising out of the varying interpretations on the same 
or similar points of law given by the dillerent High Courts in 
India and to stress the need for evolving a solution for ending 
the difficulties and confusion inherent in the situation. 

In terms of the existing system of judiciary in the country, 
while the decisions of the Supreme Court of India are binding 
on all the High Courts of the States and the Courts subordinate 
thereto, the decisions of one High Court arc not binding on 
the other. In order to obtain the final verdict of the Supreme 
Court on any legal issue, the parties affected have to pass 
through several stages of appeal and are in the process put to 
good deal of expenditure and delay. Further, the divergencies 
in the decisions of the different High Courts lead to trans- 
actions being dealt with differently in different States, result- 
ing in loss and injury in many cases. To cite an example, 
as a result of the passing of the Sales Fax Validation Act, the 
provisions of which have been interpreted differently by differ- 
ent High Courts, the trading public who have business con- 
nections in more than one State have been subjected to con- 
siderable difficulties and hardship in respect of their inter-State 
and intra-State transactions, and it would not be well within 
the means of all the persons affected to follow up the appellate 
procedure upto the stage of the vSupreme Court with a view to 
obtain finality on the point of law involved in any particular 
matter. 

Especially at a time when there has been since recently a 
spate of legislation in the industrial and commercial sphere, 
difficulties arising out of the heterogeneous interpretations given 
by the different High Courts in the country are innumerable. 

In the circumstances; the Committee of the Chamber 
would like to make the following suggestions: 
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Article 143 of the Constitution empowers the Union Pre- 
sident to obtain the opinion of the Supreme Court upon any 
question of law or fact, which is of public importance. While 
the powers under this Article will generally be utilised by the 
President on the advice of the Government, my Committee feel 
that the powers should also be utilised in respect of matters, 
which have been agitating the public mind and have been 
brought to the notice of Government by Chambers of Com- 
merce and other interests, concerning points of law or fact of 
public importance in the domain of trade, commerce and 
industry. Chambers of Commerce and other interests affected 
may also be allowed to appear and take part in the proceed- 
ings in respect of any such matters before the Supreme Court, 

My Committee request that Government will be pleased to 
give their earnest consideration to the above suggestion. 


APPENDIX 25 

Bill further to amend the Life Insurance Corporation Act, 1956 

Letter No. 2536 dated 25th November 1957 from Chamber to 
the Ministry of Finance, Government of India, 

The above Bill has been introduced in the Lok Sabha 
during its last Session. The Bill provides for the setting up 
of an Investment Board consisting of the Governor of the 
Reserve Bank of India as Chairman, the Chairman of the 
Central Board of the State Bank of India and the Chairman 
of the Life Insurance Corporation as Members. In the State- 
ment of Objects and Reasons appended to the Bill, it has been 
pointed out that it is now proposed to entrust the work of 
investment of the funds of the Life Insurance Corporation to 
the Investment Board so that the Life Insurance Corporation 
may be able to devote greater attention to its primary task of 
t acquiring new insurance business. 

The Committee of the Chamber have given due considera- 
tion to the provisions of the Bill and feel that the object which 
Government have in view would be better served by bringing 
about such changes and modifications in the constitution of 
the Investment Board as would make the same more broad- 
based than is envisaged in the Bill. Moreover, the Investment 
Board will have to deal with investment of the funds of the 
Corporation amounting to Crores of Rupees and the policy- 
holders, whose moneys are in effect being so invested, may 
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reasonably expect to be assured that this aspect is being looked 
into by a body composed of persons who have the necessary 
background of experience for the type of work they are called 
upon to discharge. My Committee believe that this object 
could be realised, to a much larger extent, by deciding upon 
to institute an Investment Board in which, besides Representa- 
tives of Official Agencies and Organizations, are included per- 
sons drawn from the sphere of commerce and industry, special- 
ised field of investment activity such as stock exchanges, as also 
Representatives of the policyholders. My Committee, there- 
fore, request Government to give earnest consideration to this 
aspect and to agree to modify the composition of the Invest- 
ment Board on the lines of the suggestions made herein, in the 
larger interest of creating a general sense of confidence among 
the public in general and in the Life Insurance Policyholders, 
in particular, in the matter of inv'estincnt of the moneys of the 
Corporation. 

The same consideration has prompted my Committee to 
make another suggestion, and that is in regard to the manner 
and method in which the Investment Board may be required 
to canalise investment of the funds of the Corporation. It 
would appear that according to the provisions of the Bill, it 
is proposed to emjmwer Government to make suitable rules for 
the purpose. My Committee, however, feel that the more appro- 
priate course for Government would be to provide in the Bill 
Itself a provision indicating the manner in, and the conditions 
under, which the Investment Board could invest moneys of the 
Corjxtration. My Committee quite realise that the laying 
down of rigid conditions for tlie purpose may to an extent 
fetter the discretion of the members of the Investment Board 
and consequently may come in the way of its smooth function- 
ing. At the same time, however, they feel that some statutory 
provision should be incorporated in the Act itself, which may 
serve as general guiding principles to the Investment Board as 
to the manner and method of investment. In particular, my 
Committee are of the opinion that some overall limitation 
should be laid down as to the extent to which funds could be 
invested in a particular form or scrip. Such a provision it 
IS felt, may be conducive to instilling a feeling of security in 
the public emanating from the knowledge that the funds are 
being handled in the light of the generally accepted criteria as 
laid down in the Statute. It may be suggested in this regard 
that any such restriction would come in the way of the Invest- 
ment Board allocating their investments in the scripts of newly 


REPORT OF THE 


302 

established industrial units, and in result militate against the 
latter getting investment support from the funds of the Cor- 
poration. My Committee, however, feel that the remedy for 
the difficulty would lie in the direction of so designing these 
regulations as wT>uld not hamper the disa'etion of the Invest- 
ment Board in regard to the extent to which funds should be 
invested in any particular scrip of a newly established indus- 
trial unit. They urge that Government will give their earnest 
consideration to this suggestion also. 

Again, according to the provision of the Rill, if the Chair- 
man of the Investnient Board or any other Member thereof was 
not able to attend any meetings of the Board, the Chairman 
or such Member, as the case may he, could depute any other 
person to attend the said meeting and the person so deputed 
would, for all purposes, of the said meeting be deemed to be 
a Member of the Board. It has been further provided that if 
at any meeting tlic Chairman and the other Members of the 
Investment Board are all absent, the persons deputed to attend 
the said meeting shall elect one from among themselves to pre- 
side over the said meeting. The considerations on which my 
Committee have made the above suggestions also make it neces- 
sary for them to express their opinion that in the larger interest 
of the policyholders and the investing public, it would be in- 
advisable to provide any provision in the Bill for authorising 
the members of the Investment Board to depute any other 
person to be a member of the Board for purposes of a particular 
meeting. My Committee, therefore, suggest that, in any case, 
the provision regarding the delegation of authority should be 
dropped from the Bill. 

My Committee request that Government will give early 
consideration to the suggestions made herein. 


APPENDIX 26 
The Companies Act, 1956 

Letter No, 1335 dated 14th June 1957 from Chamber to the 
Companies Act Amendment Committee. 

With reference to your letter of the 16th ultimo, I am 
directed by the Committee of the Indian Merchants’ Chamber 
to send herewith their suggestions for amendment of the Com- 
panies Act, 1956, for the consideration of the Ad Hoc Committee 
appointed for the purpose. 
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Section 2 — Definitions: 

Clauses 3 and 4 of this Section define the term associate 
The definition is too wide to enable a person or a company to 
comprehend all his or its associates. In many cases, the indi- 
vidual or the company has practically no means to obtain neces- 
sary information to enable him or it to determine whether a 
person is or is not an associate. For instance, in a case where 
the Managing Agent is a company in order to determine whe- 
ther another body corporate is or is not its associate not only 
the names of the partners or relatives of directors or managers 
of its ow'^n or its holding or subsidiary company or the list of 
the firms in which such directors, managers, partners or relatives 
are partners would be required to be knowui, but also it would 
be imperative to ascertain as to whether any of them indivi- 
dually or jointly with other or others exercise or control |rd of 
the total voting power of any such other body corporate. It 
would be beyond tlie company’s power to obtain the necessary 
information when the person concerned refuses or neglects to 
respond. In view of this, the following suggestions are made for 
limiting the comprehensiveness of the term ‘ associate ’ without 
at the same time defeating the object for wdiicii it has been 
evolved. 

Where the Managing Agent is an individual his associate- 
ship should be confined to his partners and all persons con- 
nected with reference to such partners envisaged in the defini- 
tion should be deleted. In his case associateship with a corpo- 
rate body should be confined to any body corporate at any 
general meeting of which not less than |rd of the total voting 
power may be exercised by any one of the following, viz. such 
individual, relative or relatives, firm or firms and private com- 
pany or companies. Similarly, suitable changes may be made 
in the definition where the Managing Agent is a firm or a body 
corporate. 

According to the Explanation to the above clauses defining 
the term ‘‘ associate ”, if A is an associate in relation to B the 
Managing Agent or Secretaries 8c Treasurers, B will be deemed 
to be an associate of A. Since the term ” associate ” has any 
meaning only in relation to a Managing Agent or Secretaries 8c 
Treasurers it will be seen that B can be an ” associate ” of A 
only when A is himself a Managing Agent or the Secretaries Sc 
Treasurers of another company. The Explanation will, there- 
fore, require to be redrafted. 
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Clause (48) defines the word ‘‘ total voting power ” as the 
total number of votes which may be cast in regard to a matter 
on a poll, if all the members having a right to vote on that 
matter are present at the meeting. According to Sec. 87 pre- 
ference shareholders are entitled to vote only if the matter 
affects them or the dividends payable to them have not been 
paid for a particular number of years. Again, Section 295 pro- 
hibits the granting of a loan, without going through the formali- 
ties therein mentioned, by a company to any body corporate at 
a general meeting, of which not less than 25% of the total 
voting power may be exercised or controlled by any director of 
the company or by tw^o or more directors together. It is not 
clear whether the 25% voting power mentioned above will in- 
clude the voting power in respect of preference shares, holders 
of w4iich are allowed to exercise the same only on certain occa- 
sions. If the answer is in the affirmative, it may be pointed out 
that it will be difficult to know beforehand the total 25% 
voting power, since this would fluctuate in view of the voting 
powders in respect of preference shareholding being exercised only 
on certain occasions. The clause should be so amended as to 
exclude from the calculations the voting power in respect of 
preference shares. 

.Section 6 — Relative: 

This Section defines the word * relative ’ and the definition 
envisages relationship by adoption. It seems necessary to 
clarify that when a person becomes a relative by adoption, the 
original relations of the adopted person through his birth will 
not be construed as relatives of the adopting family for the pur- 
pose of this Section. Again, according to the definition of the 
term “ relative ” two persons will be deemed to be relatives 
if they are related in the manner mentioned in the Section whe- 
ther by legitimate or illegitimate descent. It is suggested that 
illegitimate descent should not be taken into account for pur- 
poses of the term “ relative The definition is very wide and 
this causes great difficulties in the practical working of some of 
the sections of the Act. These difficulties are being enumerated 
while dealing with the relevant sections and suggestions for 
alleviating the difficulties are also being made. 

Section 25 — Associations, etc,: 

Non-profit making associations registered under the Act 
have to comply with most of the obligations placed on compa- 
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nies under the Act. The only exception is that under Section 
25 the Central Government may exempt such associations from 
the obligations under Section 303 regarding particulars of 
directors, etc. to the extent specified by the Central Government. 
This exemption is not automatic but has to be secured by the 
association by making an application under Section 25(6)(d), In 
practice this exemption is not being given even in such clear 
cases as the Indian Institute of Bankers and the Federation of 
Indian Chambers of Commerce k Industry. 

Apart from the above, it seems absolutely unnecessary, to 
say the least, to make non-profit making associations like 
hospitals liable to comply with the following provisions of the 
Act, viz. Sections 280, 285, 292, 297, 299 and 301. A consider- 
able amount of time and money can be saved if non-profit 
making institutions are exempted from complying with the above 
sections. 

Section 49 — Investments of company to be held in its own name: 

This Section provides that all investments made by a com- 
pany should be held in the name of the company and indicates 
the circumstances under which such investments need not be 
held in the name of the company. It is suggested that in respect 
of those cases where investments cannot be held in the name of 
the company on account of certain provisions of some other 
law prevailing in the country, they should be allowed to be 
held in the names of persons other than the company. To give 
an example, under the Co-operative Societies Act, a limited 
company cannot be a member of a building co-operative society. 
Therefore, if a limited company owned certain flats in a build- 
ing on ownership basis in the name of an individual or his 
nominee then these rights should be allowed to stand in the 
name of that individual as nominee of the limited company 
since the rights cannot be registered in the name of the company, 
under the Co-operative Societies Act. Again, where shares are 
refused to be transferred in the name of a company, the invest- 
ments should be allowed to be held in the name of an indi- 
vidual or his nominee on behalf of the company. Similarly, 
in cases where the subject-matter is sub judice and in circum- 
stances beyond the control of the company, investments may be 
allowed to remain in the name of an individual or his nominee 
on behalf of the company. 

20 


306 


REPORT OF THE 


Section 73 — Allotment of shares and debentures to be dealt in 
on stock exchange: 

According to this Section where it has been mentioned in 
the prospectus of a company that application would be made 
to the stock exchange for the enlistment of its shares such appli- 
cation has to be made within 10 days of the allotment. It is 
felt that the period of 10 days provided for making the applica- 
tion is very short in view of the numerous requirements and 
information required by the Stock Exchange in respect of such 
applications. It is, therefore, suggested that the period of 10 
days should be extended to at least 3 weeks. 

It has been pointed out that certain stock exchanges do 
not entertain applications in respect of partly paid shares. It is, 
therefore, suggested that in respect of such partly paid shares the 
formalities should be co-related to the time when the shares 
become fully paid. At the same time, it may be provided that 
the company while issuing the share capital should also make 
it clear that the applications would be made within 3 weeks of 
the shares becoming fully paid and not before. 


Sections 138 and 139 — Satisfaction of charges: 

Sub-section (5) of Section 138 provides for recording of 
satisfaction of charges when the Registrar is satisfied from 
sources other than the mortgager company that the charge has 
been satisfied in whole or in part. Presumably, the provision 
covers report of satisfaction of charge by the mortgagee. But 
this is not specifically covered either by Section 138 or the 
Return in Form No. 17. It has been pointed out that the 
Registrar of Companies has refused to record satisfaction of 
charges when made by mortgagee companies where no injustice 
would have occurred to anybody had he taken action on such 
report of the mortgagee companies. Such a refusal to exercise 
the discretion vested in the Registrar under Sections 138(5) and 
139 defeats the very object of the law in making such a salutary 
provision. Therefore, if it is felt that the relevant provision 
does not cast an obligation on the Registrar to record satisfaction 
when he is satisfied from sources other than the mortgagee com- 
pany that the charge as a matter of fact has been satisfied and 
that the power conferred on the Registrar is only discretionary 
the position may be clarified so as to make the same obligatory. 
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Section 163 — Inspectiofi of Registers and Returns: 

The above Section requires a company to keep at its Regis- 
tered Office the Register of Members commencing from the date 
of the Registration of the company, the Index of Members' 
Register, and the Index of debenture-holders and copies of all 
Annual Returns prepared under Sections 159 and 160 together 
with the copies of certificates and documents required to be 
annexed thereto under Sections 160 and 161. The above Regis- 
ters, Returns, etc. are to be made available for inspection by 
any person whether a member of the company or not during 
business hours. Pursuant to this provision, a party representing 
publishers of Company News" called upon various private 
companies to give him inspection of the Registers and Returns, 
etc. There is a genuine feeling that the information gathered 
by such inspection may be used for extraneous purposes thus 
causing great harassment to the companies concerned. It is, 
therefore, suggested that the powers of inspection should be 
confined to shareholders or persons holding powers of attorney 
on their behalf. 

Section 166 — Annual Ge?teral Meeting: 

Any annual general meeting next to the first annual general 
meeting has to be held within nine months after the expiry of 
the financial year in which the first annual general meeting was 
held and, thereafter, an annual general meeting has to be held 
by the company within nine months after the expiry of each 
financial year. The Registrar has, however, power to extend 
the time within which the annual general meeting (not being 
the first annual general meeting) can be held by a further period 
not exceeding six months. Thus, in the case of a company 
whose accounts end on the 31st of December, the accounts pre- 
sentation and the holding of the meeting can take place upto 
the end of September next and the six months' extension of 
time would give an intervening period of fifteen months between 
the last date of the account and the holding of the general meet- 
ing. Proviso {d) to sub-section (1) of Section 166 however stipu- 
lates that no more than fifteen months shall elapse between 
the date of one annual general meeting and that of the next. 
In the case of the company referred to, i.e. a company whose 
account year ends on the 31st of December, if the 1955 accounts 
were adopted before the 31st of March 1956, the next meeting 
would have to be held before the 30th of June 1957 for adopt- 
ing the 1956 accounts. This leaves a gap of only six months 
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against the gap of nine months and if for some reason there 
is a delay of about two or three months, no permission can be 
granted by the Registrar for allowing the meeting to be held 
within an extended time of three months, i.e. by the 30th of 
September 1957. In such cases also the Registrar should have 
the authority to give an extension of time for holding the 
annual general meeting but such extension of time should not 
be beyond the period of three months. Such a further provision 
will enable companies which might have completed the accounts 
of one year earlier to hold the next meeting in relation to the 
next year’s accounts within the extended time if for some un- 
foreseen circumstances and reasons they are compelled to ask 
for an extension as a result of delay in the hmalisation of the 
accounts and audit for the relevant year. 


Section 205 — Dividends cr Depreciation: 

Under Section 205, it has been provided that no dividend 
will be declared or paid, except out of the profits of the company. 
I’he expression ‘ net proht ’ is defined in Section 349, but no- 
where is the expression ‘profits’ defined. It may l)e noted that 
the provision is not that no dividend can be paid out of the 
capital, but the provision is that it shall not be paid except out 
of the profits of the company. The consequences of payment 
of dividend, except out of tlie profits of the company, are serious 
and it is, therefore, desirable to make it certain as to what is 
included in the connotation of the term ‘ profits I’he expres- 
sion ‘ profits ’ has been variously interpreted by Chartered 
Accountants and Lawyers. While one view is that Section 
205 does not make a material change and dividend can be 
declared without providing any depreciation if the directors so 
think fit, there is another view that full depreciation including 
the development rebate should be provided for before distri- 
buting any amount by way of dividend. There is yet a third 
view that depreciation may be computed for the period after 
commencement of the new Act and full depreciation may be 
provided for that year, but depreciation arrears may not be 
made good. The fourth view is that only normal depreciation 
according to the average life of the asset may be provided for 
and the amount of income-tax and super-tax on the difference 
between the amount of total depreciation allowable under the 
Income-tax Act and the amount actually provided should stand 
provided by way of deferred taxation provision. The view that 
full depreciation, including the initial, extra and extra shift 
allowance should be provided for has been propounded by the 
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learned Attorney-General of India and in view of this position 
it is very essential that the Companies Act should very clearly 
lay down as to what amount of depreciation and on what basis 
should be adjusted and provided in the accounts before the 
declaration of dividend. 

It is also suggested that the amount of depreciation should 
be considered as a deductible charge in arriving at the amount 
of divisible profits. In this regard, only the amount of depre- 
ciation for the current accounting year need be taken into 
account and the same should be calculated in the manner 
prescxibed in Section 350. It will not be necessary to make 
good any arrears of depreciation. 

Sections 269 & 316 — Managing Director: 

According to Section 269, in the case of a public company, 
the appointment of a managing or whole-time director for the 
first time after the commencement of the Act in the case of an 
existing company and after the expiry of 3 months from the 
date of its incorporation in the case of any other company, shall 
not have any effect, unless approved by the Central Government 
and shall become void if and insofar as it is disapproved by the 
Central Government. Section 316 gives one year’s time for 
persons, who arc managing directors in more than 2 public corii- 
panies, to fall in line with the provisions of that Section. 

It has been pointed out to us that practical difficulties arise 
in cases where a company has managing agents and the board 
of directors for the sake of facility of management sometimes 
empowers some of the directors to operate the bank accounts 
and to sign certain contracts, etc. In such cases, it is stated 
that giving any such powers to a director will make him a 
managing director, according to definition of that term contained 
in the Act. It may be mentioned here that the definition of 
the term ‘ managing director ' states inter alia that ‘ a director 
who is entrusted with any powTTS of management, which w^ould 
not otherwise be exercisable by him, by a resolution of the board 
of direct ors would be a managing director The directors who 
are given such powers normally do not draw^ any special remu- 
neration, except fees for attending Board meetings. If such 
powers cannot be given to the directors in view of the provi- 
sions of Section 269 and such directors cannot continue to exer- 
cise any such powers in more than 2 public companies by virtue 
of Section 316, it would create great hardship. It is, therefore, 
suggested that it may be specified that, when the board of direc- 
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tors of a company delegate certain powers to a director, such 
director would not be deemed as functioning as a managing 
director unless he exercises the whole or substantially the whole 
powers of management. And a provision may be made in 
Section 316 so as to exclude such directors from the definition of 
* managing director so that they may not be affected by the 
provisions of the said Section. 

Section 292 — Poivers to he exercised by Board only at Meeting: 

Section 292 covers some of the most important financial 
transactions in which a company can enter. It appears that the 
main object of the Section was to take away certain powers from 
the managing agents and to vest the same in the directors. It is 
doubtful if the Section was originally intended to apply to 
director-controlled companies generally and to banking compa- 
nies in particular. 

7die application of Clauses (l)(c) and (e) of the Section to 
banking companies has led to a good deal of difficulty in their 
day-to-day work and also to certain results which the framers 
of the law might not have intended at all. The practical effect 
of these clauses is to compel the directors of banking companies 
to delegate extensive powers of borrowing and making advances 
to the branch managers /agents, which they would not otherwise 
have done. As a result of such delegation, the general manager, 
under whose direction and control the branch manager /agent 
acted hitherto, will not now have the same effective authority 
over the latter. Further, till now, any action by the branch 
manager/ agents in excess of their powers was capable of being 
made subject to confirmation by the general manager or the 
board. The scheme underlying Section 292 does not provide 
for subsequent confirmation of any action in excess of the powers 
on the part of the branch managers /agents either by the general 
manager or the board. Consequently, day-to-day working of 
banks is inconvenienced, as there is now no scope for the exercise 
of any discretion by the branch managers /agents by way of 
having their actions endorsed, should they act in excess of their 
powers, for however short or temporary a duration. As is well 
known in banking business, occasions arise when temporary 
accommodation is necessary for the banks’ customers, and if this 
is not done it is bound to affect adversely the bank’s cordial 
relations with them and resultantly the banking business. In 
order to provide for such occasional contingencies, it has now 
become essential to delegate to branch managers/ agents detailed 
and vast powers, which otherwise would not have been delegated. 
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It may be mentioned that, while the Section allows delega- 
tion of powers to branch managers/ agents, delegation^ is not 
allowed to any head office officers other than the manager or 
the general manager. It is essential that in the head office 
specified officials, over and above the manager or the general 
manager, should be given powers to borrow moneys and/or to 
make loans. 

Certain banks have under their Articles of Association or 
otherwise appointed local committees in several important towns, 
consisting of people of worth and standing in the local business 
world, to control and direct the actions of branch managers/ 
agents there. The position of such local committees becomes 
anomalous, as all powers are now directly conferred by the board 
on branch managers /agents only. The functions of such local 
committees would now become merely advisory and no effective 
check can be exercised by them over branch managers/ agents. 

The local committees deprived of their powers naturally can- 
not be held responsible for actions of the branch managers/ 
agents. It is felt that the position of banking companies may 
be weakened through having perforce to invest branch managers/ 
agents with wide uncontrolled powers. 

As regards the delegation of powers of directors to borrow 
moneys, a question has arisen if the acceptance of deposits by 
a bank from the public, including other banks, constitutes 
' borrowing' within the meaning of Section 292(l)(c) of the Act. 

In support of the view that deposits are borrowings, it is men- 
tioned that Section 292 does not include a provision similar 
to that contained in Section 29.^(4). It is felt that it is essential 
that Section 292 should be amended, so that the acceptance by 
a bank of deposits from the public and from other banks is 
expressly excluded from being considered as * borrowing ' with- 
in the meaning of Section 292(l)(c). Otherwise, very high 
limits will have to be fixed under Section 292(l)(c) in order to 
exclude the possibility of such deposits exceeding the limits laid s 

down. Since the primary function and business of a Bank is to 
receive deposits and the strength of a bank depends upon the 
deposits it obtains from the public, it cannot be understood why 
it should at all be necessary to fix any limit for receiving such 
deposits by any branch or the head office of a bank. Similarly, 
while delegating the power to make loans, a limit on the sums 
to be deposited by the head office or a branch with other banks 
will have to be included in the limits fixed for making advances. 

In such cases, too, very high limits will have to be fixed by the 
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board in the resolution delegating the powers to branch 
managers/agents in order to preclude the possibility of deposits 
by the bank with other banks exceeding the sanctioned limits. 

In the circumstances, it is suggested that all banking com- 
panies be exempted entirely from the operation of clauses (l)(c) 
and (e) of Section 292, read with clauses (2) and (4) thereof. If, 
for any reason, same is not practicable, it is suggested that — 

(1) the acceptance of deposits by banks from the public 
and the placing of moneys on deposit by a bank with 
another bank should not be deemed either to be borrow- 
ing or a loan within the meaning of Section 292; 

(2) delegation of the powxr to make advances may be 
allowed to be made in favour of local committees at 
various branches, and of such officers either at head 
office or at branches as may be designated by the Board 
to be principal officers. 


Section 293 — Restrictions on Powers of Board: 

Section 293(l)(d) prohibits the board of directors of a public 
company or a subsidiary thereof from borrowing moneys in 
excess of the aggregate of the paid-up capital of the company 
and its free resen^es. Sub-section (5) of the Section declares a 
borrowing in excess of such limit to be invalid, unless the lender 
proves that he advanced the moneys in good faith and without 
knowledge that the limit had been exceeded. The Section pro- 
vides that temporary loans from the company’s bankers are not 
to be included in calculating the borrowings of the company. 
The Section does not, however, state what are deemed to be 
' temporary loans ’ from the company’s bankers. Though all 
bank advances are usually repayable on demand, they are not 
‘ temporary advances ’ inasmuch as they are not meant usually 
to be granted for a short period of, say, a couple of weeks. An 
advance is normally allowed to continue for a pericxi of a year 
at a time, though repayable on demand. Many advances are 
continued from year to year, after an annual review. Most bank 
advances cannot, therefore, be deemed to be ‘ temporary loans 
It is suggested that all loans, except those on mortgage of fixed 
assets, obtained by a company from a bank should be exempted 
from the operation of Section 293(l)(d), whether such loans were 
granted before or after the Act came into force and whether 
they are temporary or otherwise, unless the majority of the direc- 
tors of the company and the bank are the same. 
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In the alternative, the word ‘ temporary loans * should be 
suitably defined by the Act itself and all temporary loans so 
defined should be exempted in calculating the limit laid down 
by Section 293(l)(rf) whether such temporary loans are obtained 
before or after the commencement of the Act. The existing sub- 
section (5) casts an undue burden on the lending bank and 
should be deleted and substituted by a provision to the effect 
that the lending bank is not concerned to see if the limit 
prescribed by the said Section is exceeded or not. It may be 
pointed out that a similar provision is made in Regulation 79 
of the Table in the English Companies Act, 1948. 

It is felt that Section 293(l)(d) should not be made appli- 
cable to borrowings by a bank from other banks, including the 
Reserve Bank. Mardship will be caused to banks if this Section 
is made to apply to borrowings made by them either from other 
banks or from the Reserve Bank. A bank has occasions to 
borrow at times from the Reserve Bank and / or from other banks 
large amounts of money which may be in excess of its paid-up 
capital and free reserves. If the bank concerned should be 
required to hold a meeting of its shareholders and to obtain 
their consent to borrow beyond the limit specified by this Sec- 
tion, this will adversely affect its reputation and may cause a 
withdrawal of its deposits, which will in its turn compel the 
bank to borrow to a greater extent than before. Further, if a 
bank whose general body has not passed the requisite resolution, 
desires in an emergency to borrow beyond the specified limit, 
it may find itself unable to do so until it has first held a general 
meeting of its members and obtained the necessary sanction, a 
process which must take a month at least. 

Section 293(l)((i) prohibits the board of directors of a bank 
inter alia from giving time for repayment of any debt due by 
a director. Whilst bank advances are repayable on demand, 
they arc normally allowed to continue for a year at a time. At 
the end of the year, all advances, whether to a director or not, m 

are reviewed and, if found satisfactory, their renewal or con- 
tinuance is sanctioned. It may be argued that, when the renewal 
or continuance of an advance to a director is sanctioned, it in 
effect amounts to the board giving time to the director concerned 
to pay the debt and that the sanction of the general meeting 
is required. Any attempt to obtain such sanction would be 
extremely unfair to the director concerned, as the shareholders 
would get the impression, which may be quite erroneous in 
fact, that he is ui>able to pay his debts as and when they become 
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due, and the impression may occasion him considerable loss in 
his business. 

It is, therefore, suggested that the Section be amended with 
a view to exempting renewal or continuance of an advance to 
a bank director made in the normal and ordinary course of 
business from the operation of the same. 

Section 291 — Board's sanction for certain contracts in which 
particular directors are interested: 

According to this Section, the consent of the board of 
directors of the company is required for any contract, for sale 
or purchase or supply of any goods, materials, services, etc., with 
a director of the company or his relative or a firm in which such 
director or his relative is a partner or with any other partner 
in such a firm, etc. It will be difficult for a director to reason- 
ably furnish the information in regard to the names of the 
firms in which his relatives are partners or to give the names of 
other partners in such firms, in view of the very^ wide definition 
of the term ' relative Further, it is not obligatory on the part 
of the relative to disclose to the director his business or the 
names of his partners. Under these circumstances, it will be 
wellnigh impossible for a company to obtain the requisite infor- 
mation, so as to see that no contracts are entered into with such 
directors’ relatives or the firms in which such director or his 
relative is a partner, etc. It would, therefore, be desirable to 
exclude ‘ relatives ’ from the purview of this Section or to define 
the term in such a manner as to include only a small range of 
persons therein. 

In resfx?ct of 100 per cent subsidiaries or subsidiary com- 
panies in which the parent companies have a substantial interest, 
it should not be necessary to obtain the sanction of the parent 
companies for all contracts to be entered into by the subsidiaries 
with their directors. It is presumed that contracts of insurance 
entered into by companies will not be hit by the provisions of 
this Section. If the position is not clear, it is suggested that 
such contracts should be placed outside the purview of the 
Section. 

Sub-section (2) of Section 297 exempts contracts for sale, 
purchase or supply of goods, materials and services in which 
either the company or the director, firm, partner or private com- 
pany regularly trades or does business to the extent mentioned. 
It will be observed that the exemption does# not extend to a 
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* relative It appears that the omission of ‘ relative ' is due to 
oversight. If the suggestion made above to exclude relatives 
from the purview of this Section is not acceptable, at least they 
should be excluded in respect of contracts coming under this 
sub-section as otherwise every contract with a relative or a firm 
in which he is a partner, for howsoever small an amount, will 
require the Board’s sanction, a task which will be very difficult, 
if not impossible, due to the very wide definition of the word 
' relative ’ under the Act. The Section may also be so amended 
as to exclude entirely from the purview thereof at least services 
rendered by a bank to a director, relative, firm, partner, or 
private company aforesaid in the normal and ordinary course of 
its business, in the same way as it renders to other members of 
the public and for which service the bank gets remunerated in 
the usual way. Examples of these services are: maintaining of 
current accounts, issuing a draft on a branch or correspondent, 
issuing travellers’ cheques, or a letter of credit, etc. Such 
services, from their very nature, do not require the sanction of 
the board. 


Section 299 — Disclosure of interests by Director: 

Sub-section (1) of this Section requires every director of a 
company, who is in any way directly or indirectly concerned 
or interested in a contract or arrangement or proposed contract 
or arrangement entered into or to be entered into, by or on 
behalf of the company, to disclose the nature of his concern or 
interest at the meeting of the board of directors. Failure to 
comply with the provisions of this Section is punishable with 
fine, which may extend to Rs. 5,000. As pointed out earlier, 
it will be difficult for a director to know the business conducted 
by all his relatives and it is also not obligatory on the part of 
the relatives to disclose such information. 

Sub-section (3) of Section 299 states that for the purpose 
of sub-sections (1) and (2) thereof, a general notice to the board a 

by a director to the effect that he is a director or member of a 
specified body corporate or a member of a specified firm and 
that he is to be regarded as interested in any contract or 
arrangement which may after the date of such notice be entered 
into with that body corporate or firm, shall be deemed to be 
sufficient disclosure of his concern or interest. A question has 
arisen whether the Section requires a director of a Bank to dis- 
close to the board every contract or arrangement which he him- 
self personally enters into with the bank in the usual and ordi- 
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nary course of its business, for example, the opening of a current 
or other deposit account or purchase of travellers’ cheques. The 
Section as framed leaves the matter at large. In view of the 
fact that the penalty for non-disclosure is vacation of his seat 
as a director, it is suggested that the Section be suitably amended 
so as to provide that no disclosure to the board should be 
required for sucli personal contracts. 

It is also suggested that no obligation should be cast on 
the directors to disclose information in cases where payments 
have been received by them for services rendered. It is further 
suggested that contracts upto the value of Rs. 1,000 should be 
exempt from the provisions of this Section, i.e. the Board’s prior 
approval should not be necessary in respect of such contracts. 

Section 301 — Register of Contracts^ etc., in which directors are 
interested: 

Section 301 requires every company to keep a register con- 
taining particulars of all contracts or arrangements to which 
Sections 297 and 299 apply. Section 299 requires every Director 
to disclose his interest at meetings of the Board, when he is in any 
Tvay, whether directly or indirectly, concerned or interested in 
a contract or arrangement. It would appear from Section 
299(3)(<'/) that a Director is to be regarded as concerned or 
interested in any contract or aiTangement with a specified body 
corporate of which he is a member (shareholder). Accordingly, 
all companies, whether private or public, would be required to 
enter in their Register maintained under Section 301, detailed 
particulars of contracts with any body corporate of which any 
of the Directors is a member (shareholder), even though the 
shareholding of the Director may be very nominal. 

A strict compliance of this provision will involve companies 
in enormous clerical work in scrutinising every contract for pur- 
chase or sale of goods or for supply of services. Contracts in 
which any of the Directors may be found to be indirectly inter- 
ested by reason of his being a member of the company, will have 
to be brought up at Board meetings and a detailed register of 
such contracts will have to be maintained. It may also happen 
that all the directors may be interested in a company. It will 
be clear that almost every contract made by these companies will 
come under the purview of Sections 299 and 301. 

It is, therefore, suggested that either Section 299 should be 
taken out of the purview of Section 301 or an amendment be 
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made in Section 299 or Section 301 to the effect that contracts 
in which a director may be found to be indirectly interested by 
reason of his being a member of the company with which the 
contract is being entered into will not be required to be 
approved by the Board of Directors unless the shareholding of 
the director or directors concerned in that company exceeds 
5% of the total shareholding of the company. 


Section 303: Register of Directors, etc.: 

This Section requires every company to keep at its Regis- 
tered Office a Register of its directors, managing director, etc., 
and file with the Registrar of Companies within the perioci 
therein specified a return in the prescribed form containing the 
particulars contained in the Register of Directors, etc., and of 
any change among its directors or in any of the particulars in 
the Register. The register is to contain particulars such as 
residential address, nationality, business occupation, etc. of the 
persons concerned, as well as the particulars of other director- 
ships held by them. Whenever, therefore, there is any change 
in any of the said particulars, a Return is required to be filed 
with the Registrar by every company in which the person con- 
cerned is a director or becomes a director. Apart from the 
procedural work that has to be carried out for the purpose of 
filing from time to time the Returns regarding changes, the 
recent increase in the filing fee from Rs. 5 to Rs. 10 in the case 
of every document filed with the Registrar would prove to be 
an unnecessary burden on the resources of the company. 

The object of requiring changes from time to time to be 
notified to the Registrar is to enable the shareholders as also 
members of the public to get up-to-date complete information 
of the position of a particular company. In this connection, it 
may be pointed out that Section 304 of the Act requires a com- 
pany to keep the Register of Directors, etc. open to the inspec- 
tion of any member of the company without charge and to any 
other person on payment of Re. 1 for each inspection during 
business hours; refusal to allow inspection has been made penal. 
In view of this provision, whereunder any member of the 
public could have access to and inspection of the register, it 
is felt that the requirement and burden on the company of 
filing the changes from time to time as they occur with the 
Registrar could very well be dispensed with. Moreover, the 
Annual Return required to be filed by companies under Section 
159 of the Act would contain particulars of directors, etc. If, 
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however, it is felt that changes occurring in the particulars of 
directors, etc. should be filed with the Registrar from time to 
time as they occur, it is suggested that, instead of obliging 
every company in which a person is or becomes a director to 
file fresh returns when a change in any of the particulars in 
question happens, a Register of Directors showing the company 
or companies in which a particular person is a Director may 
be kept and maintained at the office of the Registrar of Com- 
panies and the Director should be required to file with the 
Registrar changes in any of the particulars pertaining to him- 
self. thereby doing away with the requirement of all the com- 
panies concerned filing separate returns in respect of such 
changes. An amendment to this effect may be made in the 
Act. 

Section 314 : Director, etc. not to hold office or place of profit : 

According to this .Section, a director or his relative cannot 
hold an office of profit in the company, except with the previous 
consent of the company accorded by a resohttion, and the 
penalty for a breach of the provisions of the Section is the 
automatic cessation of directorship of the person concerned. 
At the outset it is suggested that the provisions of this section 
should not apply to private companies which are not sub- 
sidiaries of public companies. 

Generally employees are employed by officers of the com- 
pany in the routine way and in many cases the directors have 
no hand in it. Moreover, the companies and/or their subsidi- 
aries might be having branches throughout India and the 
employees are employed by the officers stationed theie and the 
directors might not be aware of such appointments at branches. 
In view of this, there is every likelihood that a relative of a 
director might be in the employment of a company without 
the knowledge of the director and even then he will be liable 
to the consequences provided in the Section, viz. that he would 
cease to be a director. This, it would be appreciated, is inequi- 
table. It is, therefore, suggested that exception should be made 
in such cases where the contravention occurs without the know- 
ledge of the director concerned. In order to meet this situa- 
tion, it may be provided that it would be sufficient if such 
appointments are confirmed by a Special Resolution of the 
Company at its next meeting held after the date when the 
contravention comes to the knowledge of the director. 
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A director of a parent company holding office as a director 
of its subsidiary should not be considered as holding an office 
of profit in the subsidiary company. 

It appears that Government are of the view that even in 
respect of an auditor of the company who is appointed by the 
general body, a director would be hit by the provisions of this 
Section if he happens to be a relative of the auditor. It is 
suggested that auditors should be excluded from the provisions 
of the Section since they are appointed by the company in 
General Meeting and not by the directors or any other officer 
of the company. 

Another difficulty under the provisions of this section 
arises, when a person, who is already in the employment of a 
company, becomes by marriage or otherwise related to a direc- 
tor at a future date. While it would be possible to obtain 
the previous consent of the company before appointing any 
person who is a relative of a director to a place of profit in the 
company it would be appreciated that, in the case of a person 
who is already in the employment of the company and who 
becomes a relative of a director at a later stage by marriage or 
otherwise, the sanction of the General Body could be obtained 
only after the relationship has accrued. In such cases, it will 
not be proper that the director concerned should cease to be a 
director at least until such time as the matter is placed before 
the general body and their decision is arrived at. An amend- 
ment to this effect may be made in Section 314, A definite 
provision for having the matter brought before the next general 
meeting of the company should be made. 

Again, according to the Section, the consent of the General 
Body will be necessary even for the appointment of an ordinary 
clerk in the company, if he happens to be a relation of the 
director. It is suggested that this section should be made 
applicable only to those persons, who hold place of profit 
carrying an emolument of Rs. 500 and more per month. 

Section 360: 

This section requires the approval of the company by a 
special resolution of every contract before it is entered into by 
the company with the Managing Agent or any associate of the 
Managing Agent for the sale, purchase or supply of any pro- 
perty or for the supply or rendering of any service. This also 
includes any contract of employment under the company. 
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While under Section 360 for such employment a special resolu- 
tion has to be passed by the company, under Schedule 
previous approval of the Board of Directors is required before 
such person can be appointed by the Managing Agents. T e 
same schedule also provides that any relative of a member of 
the Managing Agency company where the company is a priva e 
company, cannot be appointed by the Managing Agent to an 
office under the managed company without the previous ap- 
proval of the Board. The language of the schedule is not quite 
clear as to whether such approval is required in the case of 
employment of a member of the Managing Agency ccimpany 
under the managed company or whether it also extends to a 
relative of a member also. The provisions of Section .360 
sometimes present serious difficulties in the working of the com- 
panies. It makes it difficult for some companies to meet 
temporary shortage of stores, chemicals or materials which for- 
merly they could always draw upon from other associated com- 
panies. It also makes it difficult to engage highly qualified 
technicians for the common use of several companies who in 
the absence of any such common arrangement would not be 
able to avail of their services because of the high cost involved. 
For each such arrangement at present special resolution by each 
of the companies concerned is required which is both highly 
inconvenient and costly business. In order, however, to ensure 
some vigilance, it may be provided that all such contracts of 
sale, purchase or rendering of services by one company to 
another will require a Board resolution. 

Sub-section (4) of Section 360 states that nothing contained 
in clause (a) of sub-section (1) shall affect any contract or 
contracts for the sale, purchase or supply of any property or 
services in which either the company or the managing agent or 
associate, as the case may be, regularly trades or does business, 
provided that the value of such property and the cost of such 
services docs not exceed Rs. 5,000 in the aggregate in any calen- 
dar year comprised in the period of the contract or contracts. 
The word ‘ rendering ’ appearing in clause (a) of sub-section (1) 
of this section does not appear in sub-section (4). It is, there- 
fore, not clear whether an associate of the managing agent 
could be employed without the special resolution passed at the 
General Meeting of the company even though his salary in any 
calendar year is less than Rs. 5,000. If the appointment cannot 
be made, it is suggested that suitable amendments may be made 
to provide for such an appointment without the sanction of the 
company by a Special Resolution. 
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Section 370: Loans to companies under the same Management: < 

This Section prevents a company inter alia from making a 
loan to another company under the same management as the 
lending company unless previously authorised by a special re- 
solution of the lending company. The explanation to the 
Section states as to when two companies are to be deemed to be 
under the same management. Sub-clause (ii) of the Explanation 
states that two companies are deemed to be under the same 
management if a majority of the directors of one company 
constitute, or at any time, within the six months immediately 
preceding, constituted, a majority of the directors of the other 
body. 

This section occurs in Chapter III which deals with Manag- 
ing Agents and is included under the sub-heading “ Restrictions 
on Powers ”. The section does not, however, specifically exempt 
a loan made, guarantee given, or security provided by a bank 
to a company ‘ under the same management ' as itself. Having 
regard to the fact that the Section occurs in the Chapter con- 
cerning Managing Agents, it was probably not intended by the 
framers of the Act that the Section should be made applicable 
to banks, which are not and cannot be managed by a managing 
agent. It is, therefore, suggested that this Section be amended 
suitably so as to put it beyond doubt that it does not apply to 
Banking Companies. 

It may be incidentally pointed out that Section 372 which 
restricts purchase by one company of shares or debentures of 
another company belonging to the same group as the investing 
company, specifically provides that it shall not apply to a bank- 
ing company [vide sub-section (12)]. The absence of a similar 
specific provision in Section 370 raises doubts as to its non- 
applicability to banking companies and it is, therefore, desir- 
able to amend Section 370 in the manner aforementioned. 

Section 418: Provident Funds of Employees: 

This Section provides that the amount of Provident Fund 
contributions are to be deposited in a Post Office Savings Bank 
account or invested in Trust Seairities. It will be appreciated 
that there cannot be a straightaway investment in trust securi- 
ties of all the amounts and some amount has always to be in 
bank account. This compulsory investment in Post Office 
Savings Bank accounts creates great trouble because of the 
restrictive nature of the Post Office Savings Bank accounts which 
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do not permit operation by way of cheques and insist on per- 
sonal attendance of the Trustees, being persons in whose names 
the account stands and the account cannot be opened in the 
names of more than three persons. It is suggested that 
instead of this, Scheduled Banks may be specified and, if, 
necessary, limits laid down as to the amounts which may be 
kept in Scheduled Banks pending investment in Government 
Securities, etc., or if it is the view that there should be a Govern- 
ment Institution to protect such contributions, the amounts 
may be allowed to be deposited in the State Bank of India in 
addition to the Post Office Savings Bank. 

Schedule VI — Form of Balance Sheet: 

Note (o) of the notes given at the bottom of the balance 
sheet states that a debt which remains unrealised after a period 
of three months from the date on which the debit in respect 
of the same arose should be treated as loan or advance and the 
amount in this behalf shall for the purpose of balance sheet be 
treated as a loan or advance and separately shown as such under 
the heading ‘ Loans and Advances In the trade sundr)' debts 
are generally outstanding for more than three months. The 
period of three months should, therefore, be extended to one 
year. Again, the amounts outstanding for more than one year 
should be allowed to be shown as a break-up of the several 
items of sundry debts and not as loans and advances. 

Schedule X: 

This schedule prescribes the fees payable to the Registrar 
of Companies in respect of the several matters mentioned there- 
in. The fees payable in respect of companies having a share 
capital under Part I of the Schedule were revised with effect 
from 1st January 1957. By the revision the fee for filing, 
registering or recording any document or fact was doubled. 
However, in respect of companies having a nominal share 
capital of less than Rs. 1 lakh the schedule of fees was not alter- 
ed. It is felt that in view of the large number of documents 
which a company has to file with the Registrar, from time to 
time, the concession should have been made available to com- 
panies having a share capital of less than Rs. 5 lakhs. It is, 
therefore, suggested that in respect of companies having a share 
capital of less than Rs. 5 lakhs the fees prevailing before the 
revision should be maintained. 
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Private Companies: 

Many of the provisions of the Act do not apply to private 
companies. It is suggested that these provisions may be group- 
ed together and included in a separate chapter for easy 
reference. 

Private companies may be exempted from the following 
provisions of the Act also: 

(1) Section 285 provides that in the case of every company 
a meeting of its Board of Directors should be held at 
least once in every three calendar inont?is. In respect 
of small companies, it will not be necessary to convene 
such meetings once in every three months, as there may 
not practically be any business to be conducted at such 
short intervals. The calling of such meetings, in addi- 
tion to entailing some amount of clerical work, w^ould 
also cause unnecessary expenditure for payment of 
directors’ fees, etc. It is, thcrefc>re, suggested that this 
statutory obligation of calling meetings of the Members 
once in every three months should not be enforced in 
case of private companies whose paid-up capital does 
not exceed Rs. 1 lakh.. 

(2) Since private companies restrict the right of transfer of 
shares and since generally the Articles of Association 
of private companies contain a provision that when- 
ever shares are offered, the same should be offered pro- 
rata to the existing shareholders, private companies 
may be exempted from maintaining a Register of 
Directors’ shareholding under Section 307 of the Act. 

(3) Sanction of Board of Directors is required in respect 

of contracts under Section 297 when any Director of 
the company is an interested director. Section 299 
requires every company to keep a register of contracts • 

wherein are to be entered particulars of all contracts 

and arrangements to which Section 297 or 299 applies. 

In respect of private companies, it is suggested that it 
would be sufficient if a general sanction of the Board 
is given for all contracts with a particular company in 
which a Director is interested and his interest has been 
disclosed and it would not be necessary for obtaining 
the sanction of the Board in respect of every contract 
entered into with that other company. 
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Shareholders: 

While the Act provides for punishment against any in- 
fringement by Directors, Managing Agents, Secretaries and 
Treasurers, etc. there is no provision anywhere in the Act for 
the purpose of controlling the activities of shareholders of a 
company which may be prejudicial to the interest of the com- 
pany. It is, therefore, suggested that where 75% members of 
a company in a special general meeting pass a resolution to the 
effect that a particular member should be removed from the 
membership of the coinpany, the said member then ceases to 
be a member of the company and the company would pay the 
value of the shares held by the member cither at par or at the 
market value of the shares. 

Obligation to gwe information to Company: 

It is suggested that wherever the provisions of the Act 
require any person to give any information to the company it 
should be provided that such information should be given in 
writing. To quote an instance when a director resigns it 
should be obligatory on his part to give the information to the 
company in writing and in the absence of such ini’ormation 
being received by the company in writing the company should 
not be made liable for not carrying out its obligations under 
the Act which it could do only on obtaining such information 
from the parties concerned. 

The Committee of the Chamber hope that the ad hoc 
Committee will be pleased to give their earnest consideration to 
the suggestions made above and recommend to Government the 
necessary amendments to be made in the Companies Act, 1956, 
for giving effect to the same. 

APPENDIX 27 
Financial Year of Companies 

Letter No. 957 dated 25th April 1957 from Chamber to the 
Depart merit of Company Law Administration. 

The attention of the Committee of the Chamber has been 
invited to the communication No. 4/26/56-PR dated the 17th 
January 1957 addressed by the Department of Company Law 
Administration to the Federation of Indian Chambers of 
Commerce and Industry in regard to the proposal for a uniform 
financial year for all the companies, and I am desired to convey 
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hereby the views of the Committee of my Chamber on the 
proposal. 

The introduction of a uniform financial year for all com- 
panies will indeed facilitate expeditious collection, compilation 
and comparison of statistics and will render inter -company 
accounting as well as income-tax assessments quicker and less 
cumbersome. There are, however, certain practical difficulties 
which, in the opinion of the Committee of the Chamber, would 
outweigh the advantages that may accrue from having a uni- 
form financial year. 

In the case of companies engaged in industries which 
depend for their raw materials on .seasonal products like sugar, 
oilseeds, jute, etc., the financial year is adjusted according to 
the season when such raw materials l>cc:ome available to them, 
and for such companies it will not be cpiite possible to adhere 
to any financial year in common with that instituted for other 
companies. Again, for construction industries there will be 
a more le.ss complete slackness in activity during the monsoon 
months and, therefore, a financial year ending between March 
and December may not be found to be suitable for their pur- 
poses. Many commercial companies follow the Samvat year 
for their accounting purposes, and they may not favour any 
change from that year to a uniform financial year, that may be 
brought about, on traditional or sentimental grounds. 

No doubt. Banking companies and Insurance organisations 
have already a uniform financial year. My Committee feel that 
the analog)' cannot be applied to all kinds of industrial and 
commercial companies. Banking and Insurance companies 
fonn only a very small proportion of the total number of com- 
panies registered in the country. In view of the considerable 
number of companies operating in the country, the adoption 
of a common financial year for all of them would mean that the 
yearly auditing’ of their accrounts should be undertaken and 
completed more or less at the same time in the year; for this 
purpose there will be a rush for the services of the Audit firms 
during the period and it will be difficult, if not impossible, for 
the Auditors to cope up with the entire wmrk emanating from 
all the companies at the .same time of the year. This will also 
lead to practical difficulties in convening the annual general 
meetings of the companies in compliance with the provisions of 
the Act. There is also the further possibility that during the 
months of increased work the Audit firms will be obliged to 
work for long hours during the day or enlist the services of 
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additional staff, and in the remaining period of the year there 
will be considerably less work for them. 

My Committee request that Government will be pleased 
to give their earnest consideration to the views and points 
urged above while considering any proposal for the institution 
of uniform financial year for companies. 


APPENDIX 28 

Filing of particulars of Directors, etc. under Section 303 
of the Companies Act 

Letter No. 6S1 dated 19th March 1957 from Chamber to the 
Department of Company Laiv Administralion. 

Section 303 of the Companies Act, 1956, requires every 
company to keep at its Registered Office a Register of its direc- 
tors, managing director, etc. and to fde with the Registrar of 
Companies within the period therein specified a return in the 
prescTibed form containing the particulars contained in the 
Register of Directors, etc. and of any change among its direc- 
tors or in any of the particulars in the Register. The Register 
is to contain particulars such as residential address, nationality, 
business occupation, etc. of the persons concerned, as well as 
the particulars of other directorships held by them. Whenever, 
therefore, there is any change in any of the said particulars, a 
Return is required to be filed with the Registrar by every com- 
pany in which the person concerned is a director or becomes a 
director. Apart from the procedural work that has to be carried 
out for the purpose of filing from time to time the Returns 
re: changes, the recent increase in the filing fee from Rs. 5 to 
Rs. 10 in the case of every document filed wdth the Registrar 
would prove to be an unnecessary burden on the resources of 
the company. 

The object of requiring changes from time to time to be 
notified to the Registrar is to enable the shareholders as also 
members of the public to get up-to-date complete information 
of the position of a particular company. In this connection, 
my Committee would invite Government’s attention to Section 
304 of the Act, which requires a company to keep the Register 
of Directors, etc. open to the inspection of any member of the 
company without charge and to any other person on payment 
of Re. 1 for each inspection during business hours; refusal to 
allow inspection has been made penal. In view of this provision, 
whereuncler any member of the public could have access to and 
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inspection of the Register, my Committee feel that the require- 
ment and burden on the company of filing the changes from 
time to time as they occur with the Registrar could very well 
be dispensed with. Moreover, the Annual Return required to 
be filed by companies under Section 159 of the Act hold 
that changes occurring in the particulars of directors, etc. 
should be filed with the Registrar from time to time as they 
occur, my Committee suggest that, instead of obliging every 
company in which a person is or becomes a director to fde fresh 
returns when a change in any of the particulars in question 
happens, a Register of Directors showing the company or com- 
panies in which a particular person is a Director may be kept 
and maintained at the office of the Registrar of Companies and 
the Director should be required to file with the Registrar 
changes in any of the particulars pertaining to himself, thereby 
during away with the requirement of all the companies con- 
cerned filing separate returns in respect of such changes. 

The Committee of the Chamber request that Government 
will l)e good enough to give their earnest consideration to the 
above suggestion. 

Letter No. S 1303 1564m dated 22nd April 1957 from the 
Department of Company Laxv Administration to Chamber. 

With reference to your letter No. 681 dated the 19th 
March 1957, I am directed to say that the discontinuance of the 
present practice of maintaining the particulars of the nature 
envisaged in section 303 and other sections of the Act in the 
office of the Registrar of Companies will place the creditors 
and others who have dealings with a company at a disadvan- 
tage in that there would be no source wherefrom they could 
readily obtain the relevant information for their own use. 
Moreover, if the suggestions of your Chamber were accepted, 
the practical difficulties in the office of the Registrar of Com- • 

panies in maintaining the Registers of Directors, etc. accu- 
rately and up-to-date and the risk of mistakes occurring in the 
recording of the particulars in relation to all the companies 
affected by a particular change would also be very considerable. 

The Central Government, therefore, regrets that it is unable 
to accept your proposal regarding amendment of sub-section (2) 
of section 303 of the Companies Act, 1956, which is based on 
sub-section (2) of section 87 of the Indian Companies Act, 1913. 
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APPENDIX 29 

Revised Scale of Fees payable by the Companies 

Letter No, 887 dated 13th April 1957 from Chamber to the 
Department of Company Law Administration, 

Government of India by a notification issued under Section 
641 of the Companies Act laid down a revised scale of fees pay- 
able in respect of a company having a share capital under items 
1 to 6 of Part I of Schedule X to the Act and the revised rates 
of fees came into operation with effect from the 1st January 
1957. Government have taken this step of increasing the fees 
with a view to meet the increased expenditure arising out of 
the Company Law Administration being taken over by the 
Centre. Government have, however, in revising the fees kept 
in view the need for keeping the fees payable by existing com- 
panies with relatively small capital at the same old rates and 
have, therefore, not enhanced the fees payable by a company 
having a nominal share capital of less than Rs. 1 lakh. 

While my Committee welcome this step, they feel that this 
has not gone far in meeting the situation in respect of existing 
companies with relatively small capital and are of the opinion 
that the concession should be available to companies having a 
nominal share capital of less than Rs. 5 lakhs. In this connec- 
tion, my Committee would like to point out that Government 
have accepted the minimum of Rs. 5 lakhs for the purpose of 
Capital Issues Control in that no permission is necessary for 
issuing in any particular year capital not exceeding Rs. 5 lakhs. 

My Committee, therefore, request that Government would 
take into account the need for extending the concession regard- 
ing payment of fees to companies having a nominal share capi- 
tal of less than Rs. 5 lakhs and amend the Schedule accordingly. 

Letter No. 12121 156-PR dated 24th April 1957 from the Depart- 

ment of Company Law Administration to Chamber. 

With reference to your letter No. 887 dated the 13th April 
1957, I am directed to say that the question of enhancement of 
fees payable by the companies under Schedule X to the Com- 
panies Act, 1956, was considered recently carefully by the 
Central Government. The Government regrets its inability to 
accept your suggestion regarding raising of the limits of conces- 
sion so that a company with a nominal capital, not exceeding 
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Rs. 5 lakhs, may be liable to the same rates of fees as they were 
paying before the 1st January 1957. 


APPENDIX 30 

Saving Clause to Section 1 of the Negotiable 
Instruments Act 

Letter No, 200 dated 21st January 1957 from. Chamber to 
the Secretary, Latu Commission, New Delhi. 

I refer to my letter No. 2647 dated the 26th October last 
conveying the views of the Committee of the Indian Merchants 
Chamber on the suggestion contained in your letter No. F.39/ 
55-LC(ii) dated the 11th October 1956 to the effect that after a 
specified period only such instruments as conform to the 
requirements of the Negotiable Instruments Act, irrespective of 
the language in which they are written, should get protection 
under the law and that the Saving Clause to Section 1 of the 
Negotiable Instruments Act should be deleted with effect from 
such date.. 

My Committee while agreeing to the above suggestion of 
the Law Commission stated that at least a period of 5 years 
should be stipulated for the purpose of the abolition of the 
Saving Clause. In this connection, my Committee would like 
to refer to the memorandum submitted by them on the 19th 
September 1956 placing before you their views and suggestions 
on the questionnaire regarding the revision of the Negotiable 
Instruments Act. In replying the question No. 4 of the Ques- 
tionnaire, the Committee had suggested that the usages govern- 
ing various kinds of Hundis should be statutorily recognised and 
the Saving Clause amended accordingly. Since the usages and 
customs governing Hundis are many and different in different 
parts of the country, my Committee desire to suggest that a 
recommendation may be made to Government for the appoint- 
ment of a special Sub-Committee to go through these customs 
and usages and codify them by incorporating them in a separate 
chapter on Hundis in the Negotiable Instruments Act. Until 
such time as such codification takes place, my Committee are 
of the view that the Saving Clause to Section 1 of the Negotiable 
Instruments Act should be retained- 
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APPENDIX 31 

Amendment to the Employees’ Provident Fund Act, 1952 
— Proposals therefor 

Letter No. 1461 dated 27th June 1957 from Chamber to the 
All-India Organisation of Industrial Employers. 

1 refer to your circular letter No. 400 dated the 7th June 
1957, forwarding a copy of the circular received by your Organi- 
sation calling for comments on the proposed amendments to 
the Employees’ Provident Fund Act, 1952. The Committee of 
the Chamber have given their consideration to the proposals 
and I am desired to send to you hereby their views and sugges- 
tions in regard to the same: 


(7) Clarification of Section 1(3) in regard to the application of 

the Act: 

It is proposed to amend Section 1(3), so as to clarify that 
once an establishment on employing 50 persons or more has 
come under the Act, it shall continue to be so covered irrespec- 
tive of the fact that its employment strength subsequently falls 
below 50, unless the Central Government otherwise directs. 
The Central Government would, however, issue such direction 
only if the employment strength of any establishment has been 
below 50 for a continuous period of not less than 2 years. 

My Committee are of the view that once the employment 
strength falls below 50 and it remains so for a period of 3 
months, the establishment should be empowered to apply to 
Government for exemption and, if Government is satisfied that 
the reduction in strength was bona fide and that there would 
be no chances of the employment being increased in the near 
future to the required strength, directions should be issued by 
Government for exempting the undertaking. The period of 2 
years suggested by Government for reconsidering the matter is 
too long and, as above pointed out, reconsideration should be 
made after a period of 3 months if circumstances warrant the 
same. 

A proposal for amending Section 1(3), by adding an expla- 
nation thereto, has been received by Government for the pur- 
pose of clarifying as to whether casual workers employed in a 
factory should or should not be counted for computing the 
employment strength of 50 persons. It appears that Govern- 
ment have been advised that the word ‘ employed ’ occurring in 
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this Section refers to express or implied contract of employment 
between the employee and the employer, and if such contract 
subsists, irrespective of the fact whether the person employed 
is not actually working nor even physically present in the 
establishment, he shall be deemed to be employed in the estab- 
lishment and shall be counted to make up the number of 50 
or more persons. 

My Committee feel that casual workers should not be taken 
into account while calculating the employment strength of an 
undertaking for the purpose of the Act. Again, any employee, 
who is not personally present or actually working in the estab- 
lishment should also not be reckoned, unless such employee is 
on the pennanent roll of the factory concerned. 

(2) Enlarging the poxvers of Inspectors — Sec. 13 {2): 

It is proposed to amend Section 13(2), so as to empower an 
inspector to require an employer in relation to an establishment 
to which the Act applies or his agent or any other duly 
accredited representative to be present at the establishment pre- 
mises with such relevant records as may be specified when an 
inspection takes place. 

My Committee suggest that sufficient notice should be given 
to the employer concerned as to the Inspector’s visit and the 
notice should also specifically mention the records to be kept 
ready for his inspection. 

Section 8: 

Section 8 is proposed to be amended, so as to empower 
Government to make an assessment either by private inquiry 
or in such other manner as Government may direct of the 
amounts payable by establishments in circumstances when 
employers default to submit returns in Form 12 or to produce 
their records. 

My Committee suggest that action under the proposed pro- 
vision should not be taken, unless the employer concerned has 
been served with a notice calling upon him to show cause as 
to why such an assessment should not be made and sufficient 
time has been allowed to him for presenting an explanation of 
his case in that behalf. 

I am to request that your Organisation will give their ear- 
nest consideration to the above views and suggestions of the 
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Committee of the Chamber, while formulating your recommen- 
dations for being forwarded to Government in the matter. 


APPENDIX 32 

Employees’ Provident Funds Act, 1952 — ^Increase in Rate 
of Contribution from to 8-1/3 per cent 

Letter No, 1460 dated 27th June 1957 from Chamber to the 
All-India Organisation of Industrial Employers, 

I refer to your circular letter No. I.E.388 dated the 29th 
May 1957, on the aforementioned subject. The Committee of 
the Chamber have given their consideration to the proposal to 
increase the rate of contribution under the Employees’ Provi- 
dent Funds Act from 6^ to 8-1/3 per cent, and I am desired to 
forward hereby their views and observations concerning the 
same. 

My Committee are strongly of the opinion that enhance- 
ment of the percentage rate, as proposed, especially at this stage 
when there has been an abnonnal increase in the rates of various 
forms of taxation, would impose a heavy burden on industries 
which they may not be in a position to bear. They are unable 
to agree with the view expressed by Government that the in- 
crease in the cost of production would only be of a marginal 
character. 

Another argument advanced by Government to justify the 
proposed enhancement is that the higher rate of 8-1/3 per cent 
has been granted by Industrial Tribunals in the country and 
that the same rate prevails in the Railway establishments and 
Defence installations. In this connection, it may be pointed 
out that, even though the aw^ards of the industrial tribunals 
have generally accepted the 8-1/3% contribution, they have 
expressly refused to take into account the dearness allowance in 
calculating the total wages of an employee for the purpose of 
Provident Fund contribution. Again, it does not appear that 
the provident schemes of the Railways and Defence installations 
take into account the amount of dearness allowance paid by 
them for the purpose of arriving at the provident fund contri- 
bution. Even if it is so taken into account, it should be men- 
tioned, the amount of dearness allowance paid by those organi- 
sations is comparatively small. In the case of industrial labour, 
the dearness allowance is almost equal to, if not more than, the 
basic wages, and in view of this even a small increase in the 
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rate of provident fund contribution would inflate their wage 
bill to an appreciable extent and would prove to be a burden 
on them. 

In view of the foregoing considerations, the Committee of 
the Chamber are not in favour of the proposal to increase the 
rate of provident fund contribution from fij to 8-1/3 per cent. 


APPENDIX 33 

Employees’ State Insurance Act, 1948— Section 66 

L^etter No. 2811 dated 30th December 1957 from Chamber to 
the Ministry of Labour, Government of India. 

Section (56 of the Employees’ Slate Insurance Act provides 
that where any employment injury is sustained by an insured 
person as an employee under the Act by reasoti of the 
negligence of the employer to observe any of the safety rules 
laid down by or under any enactment applicable to a factory 
or establishment, the employer notwithstanding the fact that 
he had paid the weekly contributions due under the Act would 
be required to reimburse to the Corporation the actuarial pre- 
sent value of the periodical payments which the Corporation 
is liable to make under the Act. As a result of this provision, 
where any injury or accident is caused to an employee as a 
result inter alia of the employer not complying with the 
various regulations under the Factories Act regarding protective 
guards to the machinery installed in the factory, the employer 
is required to reimburse the Corporation the amount which the 
latter would have to pay to the in.sured workman even though 
the employer has been regularly making his contributions under 
the Act in respect of the employee concerned. 

In this connection, the Committee of the Chamber desire 
to point out that before the enactment of the Employees’ State 
Insurance Act, it was the practice of the managements of the 
various factories to protect themselves against possible claims 
resulting from accidents caused to workers in the course of 
their employment, by taking out necessary insurance policies. 
This practice was, however, given up with the enactment of the 
Employees’ State Insurance Act. The policies taken up by the 
Management before the enactment of the Employees’ State 
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Insurance Act protected them from claims made by ftijured 
workmen irrespective of whether the accident resulting in the 
injury occurred due to the employers not complying with the 
provisions of the enactment applicable to the factory or esta- 
blishment. 

Since the employers are required to make their contribu- 
tions under the Employees’ State Insurance Act, my Committee 
feel that it is the Corporation which should take care of and be 
responsible for all risks and injuries to workmen irrespective 
of whether such injuries resulted due to non-compliance of the 
various protective legislations, in the same way as the insurance 
companies accepted the risk. A pertinent factor worth men- 
tioning is that when the machinery in a factory is being 
repaired, the same has to be got tested without protective 
guards being put on them and this always involves some amount 
of risk. 

In the above circumstances, my Committee request that 
section 66 of the Employees’ State Insurance Act may be 
repealed. 
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IV. GENERAL TRADE AND INDUSTRY 


APPENDIX 34 

Meeting with Shri S. N. Bilgrami, Chief Controller of 
Imports & Exports 


Speech of Shri Alurarji /. Vaidya, President, hidian Merchants* 
Chamber at the meeting with Shri S. N. Bilgrami, Chief Con- 
troller of Imports & Exports, on Tuesday, the 5th February 1957. 

Smri Bii.grami &: Friends: 

I have great pleasure in extending to you a cordial welcome. 
You have recently started the practice of visiting the different 
Port Centres after the announcement of the half-yearly Import 
Policy. We welcome this practice, inasmuch as it affords the 
commercial community in the different parts of the country an 
opportunity for personal discussion with you on matters con- 
nected with Import 8c Export Controls. Such exchange of 
views and ideas is mutually helpful in understanding and 
appreciating each other's point of view in a better manner. 

During the last few years, in the sphere of imports, Gov- 
ernment were following a policy of what was termed as 
gradual and disaiminating liberalisation ". The adoption of 
such a policy was rendered possible by the steady improvement 
that was taking place in the balance of payments position of 
the country. The year 1956, however, witnessed a deterioration 
in the balance of payments position. During that year, imports 
were of the order of Rs, 800 crores, while exports were valued 
at Rs. 596 crores; there was thus an adverse balance of trade to 
the tune of Rs. 204 crores, as compared to Rs. 48 crores in 1955 
and Rs. 46 crores in 1954. This sudden deterioration in the 
country's balance of payments position has necessitated reversal 
of the somewhat liberal trend that had characterised our Import 
Policy for the past few licensing periods. As a matter of fact, 
some measures to tighten up Import Control in certain respects 
had already been taken long before the announcement of the 
Import Policy for the fresh licensing period commencing from 
the 1st January 1957. The Import Policy for this period is 
restrictive in many respects. I do not intend to go into the 
details of the Policy on this occasion. I would, however, refer 
to only a few salient features. 
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Import quotas in respect of more than 500 items have been 
reduced. Among the items affected by the reduction in quotas 
are fruits, certain spices, betelnuts. tallow, liquors, cigars and 
cigarettes, toilet requisites, lead pencils, paper items, woollen, 
cotton and art-silk fabrics, cutlery, sheet and plate glass, cycles, 
patent and proprietary medicines, coal-tar dyes and certain 
items of machinery. Major cuts in imjjort quotas have been 
made in respect of those items in which the indigenous pro- 
duction has increased appreciably in the recent past. Among 
other important features of the current licensing policy, men- 
tion may be made of the withdrawal of the scheme of new- 
comers’ licences and the scheme of liberal licensing, both of 
which were in force during the past few years. 

In the context of the serious decline in tlic country's external 
resources, and particularly the sterling reserves, a rigid import 
poliq' for the country has become inevitable. There are, how- 
ever, one or two features of the policy which call for attention 
and to which we would like to refer, on this occasion. The 
import policy usually makes provision for the grant of what are 
called Actual Users’ Licences, i.e. licences to manufacturers and 
processors for importation, on their own account, of raw mate- 
rials and accessories required for their manufacturing or pro- 
cessing activities. A list of the items which are so licensable to 
actual u.sers is appended to the Polic>'. Over and above the 
items shown in the Policy as licensable to actual users, the im- 
port policy hitherto contained a provision to the effect that 
Applications from Actual Users for items not shown as licensable 
to them but which were required by them, for use in factories 
would also be considered on merits. In the policy for the cur- 
rent period, however, it has been categorically stated that appli- 
cations from actual users for items not appearing in the Actual 
U.sers’ list will not be entertained. In our opinion, it is 
advisable that the import policy should contain a provision for 
grant of actual users’ licences on considerations of merits even 
in respect of items not appearing in the list of items shown as 
licensable to actual users, for that ensures availability of the 
raw materials and accessories from foreign sources, if such raw 
materials and accessories are not procurable from indigenous 
sources and if they do not happen to be included in the list of 
items shown in the policy as licensable to actual users. We are 
drawing your attention to this aspect only to emphasize that the 
indigenous manufacturers should not be handicapped for want 
of requisite raw materials and accessories. The commercial 
community would also like to be assured that the rigid pro- 
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cedure that has been recently introduced in connection with 
disposal of applications for import licences in respect of capital 
goods would not come in the way of the procurement of the 
necessary machinery and other capital goods from foreign 
sources and manufacturers would not be handicapped on this 
account. 

We would take this opportunity to bring to your notice 
certain difficulties that have been caused to the importers on 
account of the recent developments in West Asia. Due to these 
developments, passage of ships through the Suez Canal has been 
seriously hampered and they are required to be diverted xna 
the Cape of Good Hope. This being a much longer route, the 
turn-round of ships has naturally become slow, thereby giving 
rise to the problem of getting shipping space. It has been 
pointed out that suppliers in the U.K. and the other continental 
countries would not, in several cases, be able to ship the goods 
according to schedule, with the result that the import licences 
held by importers would be rendered useless, unless their period 
of validity is duly extended by Government. We express the 
hope that Government will consider this aspect of the matter 
and extend the validity of licences by a suitable period. 

We would also refer to the other difficulty that has been 
caused to the importers in the wake of the above developments 
in the Suez Canal. The diversion of the vessels round the 
Cape has caused an increase in insurance and freight charges. 
With an increase in these charges, importers are unable to keep 
the value of their imports within the limits of the face value of 
their licences. When the matter was brought to Government’s 
notice, they were good enough to notify that excesses over the 
C.I.F. value of licences caused due to increase in insurance and 
freight charges as a result of diversion of ships via the Cape of 
Good Hope would be condoned by the Customs Authorities in 
respect of shipments made upto the 15th December 1956. It 
appears, however, that there are still a large number of con- 
signments awaited under orders placed with foreign suppliers 
on the basis of the earlier insurance and freight charges and it 
would not be possible for the importers in such cases to keep 
the value of the goods within the C.I.F. value of their licences. 
We would, therefore, urge that this difficulty be taken into con- 
sideration and the concession of allowing excesses over the 
C.I.F. value caused by increase in insurance and freight charges 
under the above circumstances should be allowed in respect of 
all consignments imported under orders which were placed with 


22 


REPORT OF THE 


338 

the foreign suppliers on the basis of the charges that were in 
force before the developments in question. 

As regards the administrative and procedural matters con- 
nected with the Import Trade Control, we are glad to note the 
continued improvement noticed in connection therewith. 
There is, however, one aspect which has been recently brought 
to our notice. It is complained that, while debiting import 
licences, the Customs Authorities have once again, started dis- 
allowing the discount or commission allowed to the importers 
according to normal trade practice. There does not seem to be 
any justification for such action. We would urge you to look 
into the matter and to see that the practice under which the 
usual trade discount or commission is allowed, while debiting 
import licences, is restored. 

I will now turn to Export Trade Control. A substantial 
sector of the country’s export trade is now free from such con- 
trol. In fact, in the context of the altered circumstances, there 
has been naturally a shift in emphasis from export trade control 
to export promotion. There arc, however, certain items in 
respect of which supplies available for export after meeting the 
internal requirements are not so large as to warrant liberal 
exports. It has been noticed that Government have been 
adopting the system of * first-come-first-served ’ or a system 
closely akin thereto, for grant of export licences in respect of 
some of these items. We have, in the past, drawn Govern- 
ment’s attention to the disadvantages of such a system of issue 
of export licences. Under this system, all those who happen 
to apply first naturally get licences, even if any of them have 
not the necessary background of experience in handling exports 
in the particular line, whereas some of those, who have got 
sufficient and long-standing experience in the export of the 
articles concerned may not succeed in getting licences simply 
because, for want of sufficient time to complete all formalities, 
they are not able to submit their applications before the overall 
fixed ceiling is reached. The exporters who do not succeed in 
getting export quotas under such circumstances, even after 
going through all the procedural formalities, naturally feel 
aggrieved that they are put to unnecessary inconvenience. 
Another disadvantage of the * first-come-first-served ' system of 
issue of export licences would be that it is often likely to lead 
to undesirable practices on the part of the licensing authorities 
in charge. We, once again, submit that the vSystem adopted for 
the grant of export licences in respect of items for which liberal 
licensing is not possible should be such as would duly take into 
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account the claims of all those who have been in the export 
line for the particular item for a long period of time and the 
time allowed for the submission of applications for export 
licences should also be sufficiently long. 

As I said earlier, in the sphere of export trade, the 
emphasis has now changed from export control to export pro- 
motion. Our country has embarked upon an export promotion 
drive and several measures calculated to stimulate our exports 
have been taken in the course of the last few years. The 
results achieved so far, however, arc not in keeping with the 
requirements of the situation. Our export trade has become 
stagnant during the last 2/3 years. Our import bill has, on 
the other hand, increased substantially, mainly because of the 
imports of essential items like machinery and plant, iron and 
steel, cement, etc. required in connection with the develop- 
mental projects under our Plan. The country is thus faced 
with the serious problem of foreign exchange. It will be 
readily agreed that, although it would be necessary for the 
country to avail itself of all the available external sources of 
finance for meeting the foreign exchange requirements of the 
Plan, in the ultimate analysis the problem of foreign exchange 
can be solved only by our own efforts. These efforts will have 
to be in two directions, viz. reduction of imports and maxim- 
isation of export earnings. The scope for further cuts in im- 
ports at the present moment is admittedly very limited and 
under the circumstances, the only alternative for us is to in- 
tensify the export promotion drive, so as to diversify our 
exports both in relation to commodities and in relation to the 
markets. The responsibility in regard to export promotion is 
a joint responsibility of the Government and the mercantile 
community. Both must make a co-ordinated effort to stimulate 
exports and take more jx)sitive steps in that direction. Some 
of the more important measures we would like to suggest for 
the purpose are periodical surveys of export markets for the 
various products, strengthening and revitalisation of the offices 
and organisations of the Trade Commissioners abroad, greater 
attention to quality of export products, simplification of the 
procedure prescribed in connection with the grant of rebate or 
drawback of duties, ensuring adequate and expeditious supply 
of the raw materials required by the various export industries, 
provision of adequate transport facilities for the quick move- 
ment of raw materials and finished goods. 

Before concluding, Sir, I would thank you for the oppor- 
tunity, given to us, of meeting you this afternoon and request 


REPORT OF THE 


340 

you to give us the benefit of your views and observations on 
the points to which I have referred just now. 


APPENDIX 35 
Export Promotion 

Letter dated 16th Alay 1937 from Chamber to the Alernber- 
Secretary, Export Promotion Committee, Ministry of Commerce 

and Industry. 

I am directed by the Committee of the Indian Merchants’ 
Chamber to refer to your Circular letter No. EPC"/MSV/1 
dated the 4th March 1957, and to send to you hereby their 
views and suggestions on the subject of Export Promotion in 
general and their replies to the Questionnaire issued by your 
Committee. 

At the outset, my Committee woidd like to make a few 
general observations bearing on the subject-matter dealt with 
by the Export Promotion Committee. 

Plan and the Foreign Exchange Requirements: 

Recently, there has been a serious setback in the balance of 
payments jx>sition of the country and this has given rise to the 
problem of foreign exchange once again. In the past also, the 
country was confronted with similar problems. But the present 
situation is different from similar situations on earlier occasions 
in one important respect. Whereas, on the previous occasions, 
the problem of foreign exchange was caused by heavy imports 
of foodstuffs and other consumer goods which the country had 
to import from abroad to sustain the economy of the country, 
on the present occasion, the problem has arisen as a result of 
large imports of items of a developmental character like iron 
and steel, cement, machinery and other capital goods. The pre- 
sent foreign exchange problem, therefore, unlike similar pro- 
blems in the past, reflects the developmental character of the 
country’s economy and there is, therefore, no need to take an 
alarmist view of the situation. The problem has arisen not 
because of any fall in exports but because of substantial rise in 
imports of the above developmental items. Thus in the years 
1953-54, 1954-55 and 1955-56, exports were valued at Rs. 530.97 
crores, Rs. 593.54 crores and Rs. 597.31 crores respectively. 
The cor res}K>n ding figures for im{x>rts were Rs. 566.89 crores. 
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Rs. 656.26 crores and Rs. 678.83 crores respectively. During 8 
months from April 1956 to November 1956 exports and imports 
were valued at Rs. 383.19 crores and Rs. 534.83 crores res- 
pectively. 

At the same time, the magnitude of the problem must be 
properly appreciated in the light of our plans for economic 
development. Our Second Five-Year Plan lays greater empha- 
sis on industrialisation and, considering the large leeway which 
the country has to make up in the industrial field, the emphasis 
on industrialisation will have to be continued in subsequent 
plans also. The country will, therefore, require larger and 
larger amount of foreign exchange with which to import machi- 
nery and capital equipments and other essential items for deve- 
lopmental purposes. As can be seen from the above statistics, 
the value of our imports has gone on increasing successively and, 
as it is not accompanied by a corresponding rise in export value, 
the adverse trade balance has been mounting year after year. 
Thus, during the years 1953-54, 1954-55 and 1955-56, the adverse 
balance of trade was of the order of Rs. 35.92 crores, Rs. 62.72 
(Tores and Rs. 81.52 crores respectively. During the first 8 
months of the financial year 1956-57, the negative balance of 
trade has increased appreciably, it being as high as Rs. 151.64 
crores. It is, no doubt, true that, as the industrialisation of the 
country goes on apace, we will be in a position to effect further 
cuts in the imports of some additional items of consumer goods. 
To that extent, the strain on the foreign exchange resources of 
the country will be reduced. But it will not make any great 
difference to the problem of foreign exchange wdiich we will 
have to face in tfie wake of the developmental programme which 
we have launched under the Five-Year Plans. We will have, 
therefore, to go on the basis that for a sufficiently long period, 
our developmental programme will continue to have a great 
impact on the foreign exchange resources of the country. 

It is difficult to assess precisely the foreign exchange 
resources that would be required for the developmental pro- 
gramme during the Plan period. Nor is it possible to fonn an 
exact estimate of the earnings of such resources for the same 
peri(xl for the obvious reason that there are many uncertainties 
in the situation. Several of our export commodities are sub- 
ject to wide fluctuations in the world markets. Similarly, as 
has been pointed out by the Planning Commission, there are 
shifts and changes from time to time in the terms of the trade 
and even a small deterioration in these terms will make a sub- 
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stantial difference in the balance of payments position of the 
country. Further, there are difficulties in assessing our exact 
import needs and requirements for the developmental pro> 
gramme. For, that will depend upon the availability of machi- 
nery, plant and other equipment and basic raw materials from 
abroad. All the same, it would be necessary to make at least 
a rough estimate of the trends in the balance of payments posi- 
tion of the country and to assess the country’s requirements of 
foreign exchange over the period of the Second Plan. I he 
Planning Commission themselves have attempted such an esti- 
mate. They have estimated an aggregate deficit of about Rs. 
1,100 crores in our balance of payments position on current 
account over the Plan period. The general picture emerging 
from the estimates of the Planning Commission is that, c^ver the 
entire Plan period, the total exports would be of the order of 
about Rs. 2,965 crores, whereas total imports will be to the ex- 
tent of about Rs. 4,340 crores, leaving an adverse balance of 
trade of nearly Rs, 1,375 crores, which works out to an annual 
average of Rs. 275 crores. Allowing for the surplus of about 
Rs. 255 crores on invisibles, the negative balance of payments 
on current account over the Second Plan period is estimated at 
a total of Rs. 1,120 crores or Rs. 224 crores per year. The nega- 
tive balance is now expected to be much larger. The Plan en- 
visages withdrawal of Rs. 200 crores from the foreign exchange 
reserves and the balance of the deficit of Rs. 900 crores 
(actually, this balance will be larger, in view of the fact that 
our sterling balances have been drawn down by as much as Rs. 
200 crores during the first 7 or 8 months of the Second Plan 
period, which means that what was contemplated by the Plan- 
ning (Commission to be spent in 5 years has been actually spent 
in a short span of 7 or 8 months) is sought to be covered by 
floating public issues in foreign money markets, by arranging 
for bankers’ credits and export credits for supply of g(K)ds from 
foreign countries, by borrowing from the World Bank and the 
International Finance Corporation, by loans and grants from 
other International institutions, through private foreign invest- 
ments and through loans and grants from friendly foreign Gov- 
ernments. While it would be necessary to avail ourselves of 
all these sources of external finance for meeting the foreign ex- 
change requirements of the Plan, the fact remains that, in the 
ultimate analysis, the problem will have to be solved by our- 
selves by relying on our own efforts, i.e. to say by a careful hus- 
banding of our foreign exchange resources, on the one hand, 
and by making efforts to increase them, on the other. 
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Accent on Exports: 

The first of these two courses implies that the imports will 
have to be maintained at the minimum level possible. Here, 
it must be said to the credit of Government that on the whole, 
the import policy which has been in force in this country for 
the last few years duly takes into account the country’s foreign 
exchange position and suitable adjustments are made in the 
policy, with a view to keeping the overall imports within the 
limits of the available foreign exchange resources. Under the 
policy, imports of consumer goods are allowed to the barest 
minimum necessary and import of industrial raw materials and 
machinery and plant are permitted liberally. There is very 
little scope for further reduction in imports, at any rate, in the 
immediate future, and this underlines the need to lay stress on 
the second alternative course for the solution of our balance of 
payments problem, viz. to augment the foreign exchange re- 
sources by stimulating our exports. 

We have already launched an Export Promotion Drive. 
But the same is not commensurate with the requirements of the 
present situation and needs to be further strengthened. The 
jfirst essential pre-requisite for the purpose is the creation of a 
greater degree of export consciousness. It must be impressed 
on people’s minds that an acceleration of the economic progress 
of the country would not be possible without substantially step- 
ping up our exports. Export Promotion, in other words, 
should be considered as an integral and vital feature of the Plan 
for the economic development of the country. From that point 
of view', the Second Plan reveals one serious lacuna, for it lays 
no goal or target in regard to the country’s exjxirts. In fact, 
the Plan assumes that any increase in exports will not be pos- 
sible. When there is such a correlation between exports and the 
Plan for economic development, it was but proper that the Plan 
should have indicated the manner and method of stimulating 
our exports. 

Greater Export-mindedness: 

As stated above, the country must become more and more 
export-minded. Our manufacturers and traders must pay 
greater attention . to export markets. We are concentrating 
more on the home market and ignoring the possibilities of the 
markets for our products overseas. This tendency must be got 
rid of. In the context of the paramount need for expansion of 
markets, with a view to maximisation of the foreign exchange 
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earnings, it would not be unreasonable to suggest that we should 
earmark a certain portion of our production of as many times 
as possible for the export markets. It is time for us to 
reorientate our Export Policy in this manner and to satisfy the 
demand of the export markets not only in respect of commo- 
dities which we can offer them conveniently but also in respect 
of commodities which those markets are in need of. Such a 
poliq^ would, of course, call for a certain amount of sacTifice 
on the part of the domestic consumers. We must export scarce 
goods for earning foreign exchange required for the purpose of 
importing other scarce goods which we need. We must take 
particular care to see that we do not lose our hold on the ex- 
port markets for our traditional items of export and if the sup- 
ply position of any of these items does not permit of exports 
in the normal quantity, efforts must be made to augment their 
production as early as possible. We have built up good markets 
for some of the agricultural products like raw cotton, oil- 
seeds, etc. As, however, these are required increasingly within 
the country both for domestic consumption and industrial pur- 
poses, the exportable surplus is not adequate to enable the 
country to fulfd the export demand in full. It is gratifying to 
note that Government have recently realised the need for a sub- 
stantial increase in agricultural production. It is, however, 
necessary to provide adequate financial resources for the pur- 
pose. 

Diversification of Exports: 

We must diversify our exports, both commodity-wise and 
country-wise. It is common knowledge that more than half of 
the foreign exchange resources of the country are, at present, 
earned by exports of the three staple commodities, such as 
cotton piecc*goods, jute manufactures and tea. While these 
three commodities will naturally continue to constitute the 
mainstay of our exports, it should be our endeavour to make 
the pattern and composition of our export trade varied by ex- 
ploring the possibilities of exporting new products. This is 
essential particularly in view of the fact that our main export 
lines for some time have been facing keen competition in the 
export markets. As has been observed by the Planning Com- 
mission, the scope for substantial increase in the export of our 
staple commodities seems to be limited in the immediate short 
run and it is for this very reason that we must develop exports 
in new lines as a sort of second line of defence, if we are to 
maintain our exports at a high level and attain a still higher 
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level. Secondly, we must take steps to find out new markets for 
our export products. There arc great potentialities for increas- 
ing our exports to the markets in Africa, South-East Asia and 
West Asia. 

During the First Five-Year Plan period, our country entered 
export markets in respect of certain new lines, such as sewing 
machines, diesel engines, pumping sets, electric fans, bicycles and 
other light engineering goods. Having introduced these lines 
in the export markets, we should now make efforts to expand 
their exports to a level at which they can earn a substantial 
amount of foreign exchange for the country. Further, we should 
also explore the possibilities of introducing other fresh items of 
export in the various foreign markets. Towards that end, it 
would not be unreasonable to suggest that while formulating 
detailed industrial programme under the Plan, high priority 
should be given for the establishment of industries which would 
have a great export potential. 

Incentives to Exports: 

There are certain measures which are essential for the pur- 
pose of Export Promotion. One of the important measures 
taken by the various advanced countries for stimulating their 
exports is to give fiscal incentives to exports. In Australia, for 
instance, exjx)rt subsidies are given in respect of certain speci- 
fied goods. The system of subsidy is in operation also in other 
countries like Belgium, Canada and the U.S.A. The other 
measures adopted by way of fiscal incentives to exports elsewhere 
include remission of direct taxation, refund of social welfare 
charges, advances to exporters on easy and favourable terms, 
schemes for currency retention and import entitlement and pre- 
ferential rates for the conversion of export earnings into 
domestic currency. While it may not be possible for the coun- 
try to introduce all these measures immediately for revenue and 
other considerations, there are certain immediate measures of 
an essential character which will have to be taken if we want to 
stimulate our ex}X)rt trade. Some of the measures such as 
draw-back of import duty and rebate of excise duty have already 
been taken. We will have to consider the feasibility of intro- 
ducing other measures of fiscal incentives. Remission of direct 
taxes earned from exports is given in certain countries like 
Japan and such a measure has proved very effective in stimulat- 
ing exports. The Export Promotion Committee (1949) had 
also recommended a scheme of remission of income-tax on ex- 
ports. In terms of the scheme as recommended by the Gorwala 
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Committee, rebate of income-tax should be allowed to the 
exporters on the basis of percentage of profits earned from 
exports. If a firm exported the same quantity in a particular 
year as in the base year selected for the purpose, it should be 
given a rebate of 10 per cent of the proportionate profits made 
by it from exports. If the firm increased its exports over the 
basic exports by 25 per cent, the rebate would be increased by 
5% and for every such further increase of 25 per cent over the 
basic figure, it would go on increasing by 5 per cent. The 
Committee had observed that such a scheme, while it was not 
likely to cost Government much, would provide a real incentive 
to exports. It is worthwhile considering the question of intro- 
ducing some such scheme of rebate of income-tax on exports 
and implement it at least on an experimental basis with a view 
to finding out its potentiality as a measure of Export Promotion. 

The feasibility of giving some of the other fiscal incentives 
mentioned above may also be considered. The question of 
giving subsidies for specific purposes may be considered. It has 
been brought to our notice, for instance, that there is surplus 
of Jaggery (Gur) in the country which could be refined into 
sugar and exported. This would be possible by giving certain 
subsidies to the sugar factories to adapt their plant for the pur- 
pose of manufacturing sugar from Gur during the off season. 
While on the (juestion of fiscal incentives, one point that 
requires to be prominently borne in mind is in regard to the 
procedure laid down in connection with such incentives. The 
procedure adopted in connection with the drawback of import 
duty is complicated and cumbersome and very few exporters 
have come forward to take advantage of the scheme. The pro- 
cedure requires to be greatly simplified so as to enable a large 
number of exporters to take advantage of the scheme. 

Joint Responsi hility : 

The task of Export Promotion is a joint responsibility of 
the Government, the industry and the trade. The establish- 
ment of Export Promotion Councils for some of the items of 
export is a recognition of this fact. These Councils are the 
embodiment of the idea of joint and co-ordinated effort to 
stimulate exports. While Government have to play their part 
in the matter of Export Promotion by grant of fiscal incentives 
of the type mentioned above and by giving other necessary 
facilities such as adequate transport facilities for imports of raw 
materials required by the export industries and by providing 
a machinery for supplying information about the export mar- 
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kets, etc., the industry and the trade must also play their res- 
pective roles in this matter. They must, of their own accord, 
apply their mind and find out various ways and means of ex- 
porting larger and larger quantities of the items which are 
already figuring in our export trade and to find out new markets 
for our export products. They should also try to develop ex- 
port markets for new products which are manufactured in the 
country under the Plan. 1 his is to be done by a planned pro- 
gramme of survey of the export markets for the various com- 
modities at regular intervals in consultation with Government 
agencies and Export Promotion Councils, wherever they are 
existing, by sending Trade Delegations and Missions to make 
on-the-spot study of the conditions in the overseas markets with 
the help and co-operation of our Trade Representatives abroad. 

Quality and Price: 

Quality and price are the twin major factors having an im- 
portant bearing on the Export Drive. If the Indian goods have 
to compete successfully with the products coming into the 
International markets from alternative sources of supply, it is 
essential to sec that they are of a high quality and standard. 
In this, a good deal of responsibility rests with the manu- 
facturers and producers. Inspection of goods before exports 
would also ensure export of only quality goods. Such a scheme 
is in operation in respect of cloth. Although the scheme is 
worked on a voluntary basis, it is in the interest of every ex- 
porter, and of the country as well, to take advantage of this 
facility. It is to be hoped that an increasing number of 
exporters of cotton textiles would avail themselves of this faci- 
lity of the pre-inspection scheme. Exporters of other commodi- 
ties should also devote greater attention to the quality of goods 
and their packing. It must be remembered that if bad quality 
goods are exported, it would tarnish the name of the whole 
country and will do an incalculable and irretrievable harm to 
the cause of Export Drive. 

Price is another important factor. The cost of production 
of an article is the main determinant of the price charged to the 
consumers. It would, therefore, be necessary for the manu- 
facturers to effect economies in their cost of production and to 
keep the same to the minimum level. 

Rationalisation of Export Industries: 

In order to enable the industries to produce quality goods, 
one of the most essential things to do is to give facility for the 
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replacement of the old and worn out machinery and equipment 
by modern up-to-date ones. With the obsolete and old machi- 
nery and plant, it would be impossible for the Indian industries 
to increase their efficiency and to improve the quality and 
standard as also the finish of their products and to bring down 
their cost of production. It is, therefore, very essential that in 
order to improve their competitive capacity in the foreign mar- 
kets the indigenous industries should be positively helped by all 
possible means, including financial, for providing assistance for 
replacing their worn-out and obsolete machinery by up-to-date 
equipment and modernise their technic|ue of production. 

Export Promotion Cell: 

With carefully prepared plan and sustained drive, it should 
not be difficult for us to incTease our exports by at least 25 per 
cent as suggested by the Minister for Commerce Sc Industry last 
month in the course of his broadcast talk. Perhaps it would 
not be out of place to suggest that a special organisation called 
Export Promotion Cell with a Deputy Minister at its head 
should be set up in the Ministry of Commerce Sc Industry to 
prepare a comprehensive plan for export promotion and to 
carry out the same. Representatives of trade and industry 
should be associated with this special organization. The Export 
Promotion Cell should be in charge of the day-to-day work in 
connection with export promotion. It should co-ordinate the work 
of the various Export Promotion Councils, process the reports 
of our Trade Representatives abroad and bring the export pos- 
sibilities immediately to the notice of the trade and industry 
concerned, attend to the difficulties experienced by exporters 
and generally take all necessary measures calculated to stimulate 
our exports. 

With these general observations, my Committee would pro- 
ceed to answer the questions in the Questionnaire seriatim: 

(J. 1. General: 

(a) Would yon consider that it would be better to deal with the pro- 
blem of export promotion both from short- and long-term points 
of view? In the short run what are the steps that are necessary to 
be taken by Government, Industry and Trade to step up exports? 

What are the specific commodities the export of which can be 
augmented /dexteloped immediately and to what extent? 

What are the measures required to be taken to protnde a strong 
basis for maintaining and increasing exports so essential for the 
successful implementation of the Second Five-Year Plan and sub- 
sequent Development Plans? 
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(b) What difficulties do Indian exports encounter in foreign markets? 
What suggestions have you to make for increasing the competitive 
strength of these exports hi terms of price, quality, etc.? 

(c) Are the arrangements for acquainting the foreign buyers of Indian 
commodities in respect of their uses and quality adequate? If not, 
what measures would you suggest to make them more effective? 

(d) What measures should be adopted to increase the production of 
raw materials which could be processed and for turned into manu- 
factured goods for export? 

(e) What scope is there for the promotion of exports hi respect of 
commodities which have not entered into the foreign trade of the 
country? Please give concrete instances of the commodities and the 
markets where they can be placed. 

(/) What are the possibilities for developing Indians (1) entrepot trade, 
(2) re-export trade, and (j) external trade, i.e. merchandise opera- 
tions conducted by merchants in India buying goods from one 
country and selling them to another outside India? 

{a) The problem of Export Promotion can be considered 
from the short-term point of view and the long-term point of 
view. In our considered opinion, however, there is no need 
for considering the problem in these two ways separately. The 
aim should be to stimulate our exports as much as possible and 
in the shortest time possible and every step or measure that is 
necessary to attain this aim will have to be taken. Even if a 
measure is taken with a view to promoting our exports of any 
particular commodity or group of commodities in a short time, 
we will have to continue our efforts in the direction of export 
promotion for the purpose of retaining the level of export 
trade reached in that commodity or group of commodities. 
The principal steps to be taken by all the agencies concerned, 
namely, the Government, the industry and the trade to step up 
our exports, have been indicated in our preliminary observations. 
The same are recapitulated in brief below in the course of our 
reply to the other parts of this question. 

Commodities, the export of which can be augmeritedl 
developed immediately 


Cotton Pi ece goods : 

Among the staple commodities of exports, the three most 
important are cotton piecegoods, jute manufactures and tea. 
As regards cotton piecegoods, the country has set before itself 
a target of 1,000 million yards per year for export. Our coun- 
try could reach this target of exports only once and that was 
during 1950-51, during which we exported 1,270 million yards 
valued at Rs. 116.68 crores. In that year, cotton piecegoods 
was the largest single item in our export trade, its share in the 
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total value of exports being more than 20 per cent. Sub- 
sequently, however, we have not been able to reach the target 
of 1,000 million yards. It should be our endeavour to reach 
this target. The task is, however, not an easy one. There are 
several adverse factors which arc in operation. In the first 
place, the world trade in cotton piecegoods is shrinking. Most 
of the cotton-growing countries which formerly used to import 
cotton piecegoods from abroad have recently started manu- 
facture of cotton piecegoods themselves, kor instance, the 
weaving capacity of the textile industry in Brazil, Mexico, 
Argentina, Greece, Turkey and Peru has steadily increased in 
recent years. Pakistan has also increased her production. 
Mills are also being erected in East and West Africa, which 
will use locally grown cotton. All these have resulted in cur- 
tailment of imports of cotton piecegoods by these countries and 
consequently the reduction in world trade in this commodity. 
Secondly, there is growing competition which India has to face 
from other countries like Japan and the U.K. in this line. 
Thirdly, there is competition from substitutes such as rayon 
and other synthetic fibres which are slowly replacing cotton 
textiles to a certain extent. China and Pakistan have also 
started oiler ing competition. As such, more positive efforts 
must be made to assist the Textile Industry as a whole to re- 
novate and replace their obsolete plants and machinery both 
by way of financial assistance as well as technical guidance to 
prepare them for manufacturing those qualities which are in 
demand in the foreign countries. Special study group of ex- 
perienced technical personnel must be entrusted to solve this 
intricate and difficult problem. If we proceed on proper lines 
and make an all-out effort as indicated, it should not be diffi- 
cult for us to reach the target of 1,000 million yards. 


Jute Ma?iufactures: 

The peak level of exports of this commodity during the 
period of the First Five-Year Plan was reached in the year 
1955-56, when India exported 864,000 tons of jute goods. The 
target of export in respect of this commodity is 900,000 tons. 
It should be possible for us to step up our exports of jute manu- 
factures to this target by stages, if not all of a sudden. We 
must, however, reckon with the heavy odds against us, the 
important ones of which are the steady growth of foreign jute 
manufacturing capacity, the rising cost of raw materials 
required by our industry, emergence of substitutes, etc. We 
have already taken certain measures for the purpose of pro- 
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motion of our exports of jute goods. For instance, the markets 
in the U.wS.A., the U.K. and Canada have been continuously 
explored by means of concerted propaganda. Nation-wide 
advertising campaign has been launched in the United States 
of America to encourage the use of burlap packing in the agri- 
cultural field. Attention is also being paid to the production 
of light-weight 50 lbs. packets for the packaging of potatoes to 
counteract the increasing use of multi-wall paper packets. 
Promotional activities have also been increased in Australia and 
New Zealand. If these efforts are continued vigorously, the 
target of 900,000 tons fixed for export of jute manufactures 
should not be outside our reach. 

Tea : 

The percentage share of tea to our total exports during 
the last 5 years on an average has been 18 per cent. In 1954-55, 
this commodity was the largest single item of export which 
earned for the country foreigu exchange to tlie tune of Rs. 147 
crores, which means 25 per cent of our total export earnings. 
In 1955-56, India exported 401 million lbs. of tea valued at 
more than Rs. 108 crores. In the Second Plan, it has been 
estimated that the production of tea by 1960-61 will rise to 
700 million lbs. I'he Plantation Enejuiry Commission has also 
estimated the production to rise to 710 million lbs. Making 
allowance for about 250 million lbs. reejuired for internal con- 
sumption, we will have an exportable surplus of 450 million lbs., 
which should bring us a sizeable amount of foreign exchange. 
This would, however, reejuire better organization of the tea 
industry, intensification of the propaganda in the various 
foreign markets, well-planned market studies and search for 
new markets such as the Middle East. The question of the 
levy of export duty and other imposts on this commodity with 
a view to reducing the burden of the same should also be 
considered. 

Other Items of Export: 

We have dealt with the three major commodities of exports 
which between them account for more than 50 per cent of our 
export earnings annually. Among other important commodi- 
ties which have been figuring traditionally in our export trade, 
mention may be made of vegetable oils, hides and skins, black 
pepper and other spices, iron ore, manganese ore, unmanu- 
factured tobacco, cheap cigarettes and beedis, cotton yarn, coir 
manufactures, coal, fruits and vegetables, shellac, resin, mica. 
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cashew nuts, etc. There are possibilities of developing the ex- 
ports of these items. Some of them are increasingly required 
for the indigenous industries. For instance, oilseeds are 
required by the Vanaspati and Soap industries and hides and 
skins by the leather goods industry. Measures should be taken 
to expand the production of such items so as to be able to 
satisfy both the export and domestic demand for them. There 
are a number of other miscellaneous items newly introduced in 
the export markets, items such as chemicals and chemical pre- 
parations, pharmaceuticals, glass and glassware, paints and 
painters’ materials, paper and paste boards, rubber manu- 
factures, woollen piecegoods, silk and art silk piecegoods, plastic 
goods, light engineering goods (such as pumping sets, sewing 
machines, bicycles, diesel engines), sugar, ready-made garments, 
cinema films, etc. The prospects for these items particularly 
in the nearby countries, i.e. countries in the South-East Asia 
and West Asia are particularly good. We are already export- 
ing handicraft products, antiquities, curios, silverware, ivory- 
ware, etc. The possibilities of stepping up exports of these 
items to the different countries, including advanced countries 
like U.S.A., appear to be bright. 

Sugar, particularly, seems to be a promising item of export. 
Since 1956, the Sugar Industry has found itself in a position 
to export a large quantity of sugar in view of the increased 
production of sugar within the country. In the year 1956-57 
about a lakh tons of sugar have already been sold to various 
countries including the Persian Gulf Ports, Burma, Malaya, 
Iraq, Saudi Arabia, East Africa and even the United Kingdom. 
In view of the present world position of supply of sugar, it is 
possible for India to increase its export to two/three lakhs of 
tons of sugar every year and if this materialises, it would be 
possible to get foreign exchange to the extent of about Rs. 8 
crores for every lakh of tons of sugar exported. The various 
State Governments can facilitate such exports of sugar by remis- 
sion of the cane cess in order to help the export. There is, 
however, one point which requires to be mentioned in this 
connection. Certain State Governments have adopted the 
policy of allowing further expansion of the sugar industry only 
through Co-operative Societies and not through the private 
sector. The policy requires to be reviewed so as to remove the 
restriction on the establishment of new units and the expansion 
of the existing units in the private sector. 

There are possibilities for developing exports of certain 
new products. It has been pointed out that there are certain 
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kinds of oilseeds like seeds of tobacco, neem, pisa, karanj, etc., 
whose oils can be exported. If necessary, the collection of such 
seeds and their cTushing may be subsidised. 

Pleasures to be taken to provide a strong basis for maintaining 
and increasing our exports 

In our preliminary observations we have dwelt at length 
on the measures that have already been taken and that require 
to be taken for export promotion. To recapitulate, following 
further measures should be taken for strengthening our export 
drive : 

(1) Diversification of our exports both in relation to the 
commodities and the countries. 

(2) Simplification of the procedures laid down in regard to 
grant of drawback of import duties on raw materials 
used in the manufacture of exported goods and rebate 
of excise duties on goods used in the manufacture of 
exported goods. 

(3) Grant of further incentives to exports such as rebate 
of direct taxes on profits made on export. 

^4) Reducing the cost of production of the finished goods 
so as to enable our products to compete successfully 
with the products coming from alternative sources in 
the export markets. This would necessitate mcKlifica- 
tion, to a certain extent, of our taxation and social 
and labour welfare laws so as to minimise the burden 
of the imposts caused by them on the industries manu- 
facturing export products. 

<5) Improvement in the machinery for collating and dis- 
seminating statistical data and other relevant informa- 
tion in regard to the needs and requirements of the 
importers in the various importing countries. • 

<6) Greater stress on market surveys of the various export 
markets and study of consumers’ preferences in the 
various importing countries. 

(7) Sending Trade Delegations and Missions by Export 
Promotion Councils in respect of commodities for 
which such Councils are in existence and by the accre- 
dited trade associations in respect of others with Gov- 
ernment support and backing. 
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(8) More systematic participation in the International Fairs 
taking place in the various countries and display of the 
samples of Indian goods in the showrooms and emporia 
attached to our Trade Commissioners’ offices abroad. 

(9) Intensification of the propaganda and advertisement in 
respect of our export commodities in the various 
foreign markets through the media of important 
journals devoted to the study of trade and industry' in 
the countries concerned and through important local 
newspapers, periodicals and trade journals — such pro- 
paganda and advertisement being carried on preferably 
on an organised basis by the Export Promotion Coun- 
cils, where they are existing, and by trade associations 
in other cases. 

(10) Strengthening of the organisation of our Trade Com- 
missioners and Commercial Secretaries abroad. 

(11) Establishment of an Export Promotion Cell in the 
Ministry of Commerce &: Industry to co-ordinate the 
work of export promotion undertaken by the various 
Export Promotion Councils, to process the reports 
received from our Trade Representatives abroad with 
particular reference to matters such as consumers’ pre- 
ferences in the importing countries, the extent of com- 
petition that has to be faced by the Indian products in 
those countries, the position regarding local production 
and supply position in regard to various commodities, 
possibilities of developing exports of particular items 
and introduction of new lines of exports to those 
countries, etc., and to pass on the same to the accre- 
dited trade bodies. 

(12) Rationalisation of machinery and equipment of the 
exporting industries so as to increase their efficiency and 
to improve the quality of their products and to reduce 
the cost of production of the finished product. 

(13) Extension of facilities to the merchants to open branches 
in foreign countries. 

(b) The difficulties experienced by Indian exporters in the 
foreign markets arise from the following circumstances: 

(1) The products of the other countries have long been 
introduced and the same have become well known and 
popular in those countries. 
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(2) Large foreign companies have started factories in the 
importing countries with the consent of the Govern- 
ments of those countries with a condition that their 
products should enjoy sole monopolies. It is reported 
that such has been the case in Burma. 

(.3) Many exporting countries have Export Credit Guaran- 
tee Schemes in operation. The importers in certain 
countries prefer to buy gocxls from those countries 
where the Export Gredit Guarantee Schemes are in 
operation, as they get ea.sy credit from the exporters 
from suc:h countrie.s. The proposed introduction of a 
similar scheme in India will remove the difficulty 
caused by this factor. 

(4) In certain countries the import tariffs are on the high 
side. 

(5) Ran on imports of certain articles exportable from 
India in certain countries as, for instance, ban on im- 
portation of steel goods in Pakistan. 

(6) fjompetition faced by Indian goods previously enjoy- 
ing rnonopolistic position in the export markets, such 
as jute goods as a result of subsidies given by the 
Government of other exporting countries. 

(7) Cut-throat competition experienced by some of our 
staple products such as cotton textiles as a result of the 
low wages obtaining in some of the other exporting 
countries, as for iiTstance, Japan, in regard to cotton 
textiles, 

(8) Difficulties caused to Indian firms in opening branches 
in certain overseas countries as a result of disabilities 
from which our Nationals in those countries are 
suffering. 

(c) The publicity to our export products carried on in 
various forms serves to acquaint the foreign buyers with the 
quality of our products and their uses. Such publicity is 
carried on by the Export Promotion Council in respect of the 
commodities with which they are concerned. The Cotton 
Textile Export Promotion Council, for instance, issues an over- 
seas edition of their bulletin entitled “ TEXPROCIL ”. The 
Silk and Rayon Textiles Export Promotion Council also for- 
wards samples for display to the overseas markets through our 
Trade Representatives there. The propaganda and publicity 
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undertaken by the various statutory boards and Committees in 
regard to various items like tea, coffee, jute goods, etc. is also 
greatly helpful in bringing the export products concerned to 
the notice of the consumers in foreign countries. 

Sustained propaganda and publicity to our products of 
which there are great potentialities of stimulating exports, 
particularly in the neighbouring markets, i.e. markets in South- 
East Asia and West Asia are greatly essential. In respect of 
items for which no Export Promotion Councils are established, 
propaganda and pul)licity should be undertaken on an 
organised basis by the accredited trade associations in collabo- 
ration with Government agencies like our Trade Missions 
al)road. If necessary, Goyernment should contribute towards a 
part of the expenses required to be incurred in connection with 
such publicity and propaganda. 

The media for such publicity will have to be carefully 
selected and that can be done in consultation with our Trade 
Commissioners or Commercial Secretaries in foreign countries. 
The Trade Commissioners should recommend to the Export 
Promotion Councils or other organised bodies concerned with 
the export of various commodities the names of prominent 
newspapers, Trade Journals and publications of Chambers of 
Commerce and Trade Associations in the countries within their 
sphere of activity and also furnish them detailed information 
regarding the rates of advertisement tariffs, etc. Being on the 
spot, they should be able to arrange for and secure advertising 
space in the imjx)rtant newspapers and journals of Trade 
Associations in the shortest possible time. 

Our increasing participation in the various International 
Trade Fairs in recent years is also greatly helpful in giving 
publicity to our export products in the International markets. 
Display of goods is also arranged in the showrooms and em{x>ria 
attached to our Trade Missions in some of the countries. 
Such showrooms and emporia having a permanent character, 
it would be worthwhile to have such showrooms and emporia 
in every country where we have got trade representation. The 
display of such goods arranged in showrooms and emporia 
should be of a detailed nature. Full particulars of the pattern 
and composition of the prcxluct, their quality, the various uses 
they can be put to, prices, etc., should be given. The Export 
Promotion Councils severally or jointly should also open com- 
mercial showrooms in respect of the articles with which they are 
concerned in the countries where the potentialities of increasing 
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our exports are great. Samples of the whole range of pro<iucts 
with which the Cx>uncil is concerned should be displayed in an 
attractive manner in such commercial showrooms, and, where 
necessary, the services of specialised technical men to explain 
the technical aspects of the items in question to the visitors to 
the commercial showrooms should also be provided there. 

(d) Increased production of every raw material is desirable. 
If the raw material in question is not wholly required for use 
in the manufacture or processing activity in the country, the 
surplus can be exported and the country can earn foreign ex- 
change to that extent. But having increased the production of 
the raw materials, an attempt should be made to export them 
in the manufactured or prc^ccssed form rather than in the 
original form. The policy of the Government recently has been 
to export oils instead of the seeds themselves. But there is 
obviously a limit to which this can be done. While it should 
be our endeavour to export a particular item in the manu- 
factured or processcxl form to the maximum possible extent, 
the extent to which this can be done will be limited by the 
nature of the external demand. For instance, we should 
try to export the product of our Vanaspati industry. But this 
does not mean that we should expand the prcxluction of ground- 
nuts and the raw materials required by this industry only to the 
extent of the industi7’s requirements (and of course in this case 
also domestic requirements) but we can also expand the produc- 
tion still further so that we can export our surplus production in 
the form of seeds or oils and get the necessary exchange. 

Where the raw material in c|uestion is of an agricultural 
nature, the production should be increased bv intensive and ex- 
tensive cultivation and by the application of scientific methods 
and technique. In other cases, for instance, in the case of iron 
and steel also, we should increase our production as much as 
possible in the shortest possible time. 

(e) For reply to this question, please see our reply to (a) 
above. 

(/) The possibilities of developing re-export trade do not 
appear to be great. Further, because of the scarcity of foreign 
exchange we may not be able immediately to think in terms of 
re-exports unless there is guarantee of the foreign exchange 
required to be spent for import of the goods re-exported being 
more than repaid immediately. Moreover, there is abundant 
scope for developing exports of our own products. The same 
can be said about external trade. 
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Q, 2. Export Policy and Procedure: 

(a) What are your comments on the operation of the Quota System in 
the export trade of India with special reference to the commodities 
in which the system preimls and its hearing on the x/olurne of 
exports? 

(b) In ifiew of the need to augment foreign exchange earnings, would 
it he advisable to release or increase the quotas for export of all 
exportable commodities even though it might cause some scarcity 
in the supplies axmlable for internal consumption f If quotas are 
to be released or increased, what measures, in your opinion, should 
be taken to protect the Indian consumer? 

(c) Have you any suggestions to make towards the improvement of the 
Export Duty System? 

(a) A substantial sector of the country’s export trade is now 
free from export control, there being naturally a shift in empha- 
sis from export trade control to export promotion. Again, there 
are certain commodities which although subject to export trade 
control are, to all intents and purposes, free from the rigours 
of such controls, inasmuch as they are either freely licensable 
or export licences are granted for them without great difficulty. 
There are still a few commodities whose supply position does not 
warrant removal or relaxation of export control on them. I’he 
exportable surplus, after meeting the domestic requirements in 
respect of such items, is small in relation to the exjx)rt demand 
and, as such, their exports have to be allowed on the basis of 
quota. Generally there can be no question as to the quota 
system having effect on the volume of exports of such commodi- 
ties in view of the fact that there is limited quantity available 
for export and all of it is exported. Where, however, the 
quotas admissible to particular exporters are so small that it is 
not economic to effect exports, the quotas would lapse and to 
that extent the exportable surplus is not wholly exported. But 
such cases would be rare and even here the difficulty could be 
got over by allowing the exporters concerned to club their 
quotas for the two successive periods or to effect exports, under 
letters of authority from the licensing authority, through other 
exporters having larger quotas. 

The adoption of the quota system is, however, necessitated 
not only by the availability of limited quantities for export but 
also by other extraneous factors such as scarcity of wagons and 
other means of transport for the movement of the exportable 
goods to the Ports of export. Thus, for instance, although the 
quantities of iron and manganese ores which are available for 
export are vast and, in fact, we are trying to step up the exports 
of these ores to the maximum extent possible, our efforts in this 
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direction are limited by the shortage of wagons necessary for 
moving the ores from the mines to the ports of shipment. In 
cases where fixation of quotas for export is necessitated by 
extraneous factors like limited wagon supply, the quota system 
has obviously adverse effect on the volume of exports. 

While we concede the need for adoption of the quota 
system for export purposes under the above two circumstances, 
namely, limited exportable surplus and the insufficiency of trans- 
port facilities, we stress the need for the announcement of the 
quotas sufficiently in advance. Where the commodity subject 
to export quota is a primary or agricultural commodity, the ex- 
port is of a seasonal character. In respect of such commodities, 
export quotas should be announced sufficiently in advance of 
the commencement of the season, so that the exporters can enter 
into timely commitments with the foreign buyers in the different 
markets. It is necessary to emphasize that in export promotion, 
time is of the very essence of things and, if there is delay in the 
announcement of the quotas, exporters from the other exporting 
countries steal a march over the exporters from this country. 

(b) It is not necessary that export quotas should be released 
only when the supply position is quite easy and there is an 
exportable surplus after meeting the internal requirements. It 
is no doubt true that the domestic demand must receive prio- 
rity in regard to any particular item. There are, however, 
certain commodities of which we have been traditional exporters 
and we have steadily built up export markets in certain 
countries. In the case of such commodities, even if the avail- 
able supply does not strictly leave any surplus for export, we 
should make it a point to set aside a certain portion of the 
production for export purposes if only to maintain the conti- 
nuity of exports to our traditional markets. Such a policy is 
desirable, because it is very difficult to regain hold over markets 
once they are lost to other exporting countries. Earmarking 
of a certain portion of exports of as large a number of export 
commodities as possible has a special significance in the present • 

context of the acute foreign exchange position of the country. 

Apart from enabling maintenance of continuity of the different 
export markets, the foreign exchange earned by such earmark- 
ing will, in the aggregate, be appreciable. In this matter, we 
must have a realistic approach. We must remember that the 
task of building up exports is an uphill task and we must be 
ready for self-denial and tightening of the belt for the purpose 
of maximisation of foreign exchange resources so necessary for 
the implementation of the developmental plan. 
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(c) Prior to the last World War, export duties of import- 
ance were levied in this country only on raw jute and jute 
goods. In the post-war pericxl, Government imposed export 
duties on a number of articles with a view to bringing about 
an equilibrium between the internal prices and the export 
prices and with a view to having a share in the difference be- 
tween the two prices for the State Exchequer. In course of 
time, however, the market conditions in respect of numerous 
coinmcxiitics subjected to export duties changed considerably 
and they began to experience price resistance and severe com- 
petition in the export markets. In response to representations 
from the various sections of the commercial community through- 
out the countrv% Government adopted the principle of having 
the question of export duties under constant w^atch in the light 
of the conditions obtaining in the export markets and making 
necessary adjustments in the levels of duties on the different 
items. 

The Export Promotion Committee (1949) had observed 
that “ to rely on export duty as a stable source of revenue is 
most unsafe and is opposed to every canon of fiscal prudence 
Judged from this point of view, the continuance of the levy of 
export duty on cotton w^aste would appear to be inadvisable. 
Export duty on cotton waste was levied in the year 1950, when 
export prices earned by the Indian exporters were on the high 
side. While the action of Government in the imposition of 
export duty on cotton w\astc at that time may be justified, there 
does not appear to be any strong reason or justification for the 
continuance of the duty which is, at present, obtaining at the 
rate of 30 per cent on soft cotton waste and 50 per cent on 
hard cotton waste. The exportable surplus of this commodity 
is much larger than what we can actually export. Indian cotton 
w^aste lias to meet with severe competition from the cotton 
waste of the other exporting countries which are having no ex- 
port duty on the commodity and/or are giving subsidies to its 
exports by way of export incentives. Thus, for instance, in 
Pakistan and China which have emerged as two new compe- 
titors, export of cotton waste is totally free from export duty. 
In the U.S.A., subsidy is given to the export of staple cotton 
waste to the extent of Rs. 216 per candy with the result that the 
export price for American cotton waste is much lower than that 
for the Indian product. In view of the severe competition 
required to be faced by cotton waste in the export markets 
under the above circumstances, it is reasonable to suggest tha^ 
the export duty on cotton waste should be abolished. 
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We would suggest the feasibility of earmarking and utilisa- 
tion of a certain portion of the revenue derived from the ex- 
port duties on particular items for subsidising the activities of 
rehabilitation of the respective trade and industry, particularly 
in times of recession. 

Q. 5 . Assistance to Exfyorts: 

(a) Various forms of assistance are given at present to stimulate exports ^ 
such as the refund of excise duty, drawback of import duty, etc. 

Would you suggest other forms of fiscal incentives also, such as 
remission of direct taxation, exemption from sales tax, refund of 
social u’clfare charges, currency retention, allocation of import 
quotas to exporters, etc.? The practicability of adopting these 
measures on revenue consideration as also our obligations under 
the General Agreement on Tariffs and Trade may be borrie in 
mind while fonearding suggestions in this behalf. 

(b) Hoxe can the present procedure for refund of excise duty and draw- 
back of import duty he simplified, and the scope of relief extended^ 
Give concrete suggestions. 

(c) Please indicate whether any special facilities are required for ex- 
peditious movement of goods for export. Also indicate whether the 
freight rates require any adjustments. Please support your sugges- 
tions with concrete instances. 

(d) What are the handicaps in the. movement of goods by sea at pre- 
sent and 7ohat measures can he recommended for increasing shipping 
facilities? If you have concrete cases about alleged discrimination 
by shipping companies, they may be furnished. ' 

{e) Would you recommend special facilities for export industries in 
obtaining capital goods, raw materials, etc.? 

(a) By way of fiscal incentives to exports, we are having 
systems of drawback of import duty and rebate of excise duty. 
Many countries, in their efforts to stimulate exports, aflbrd 
various kinds of fiscal incentives. Australia, for instance, sub- 
sidises the export of certain commodities such as flax fibre, rayon 
yarn, sulphuric acid, butter and cheese. Belgium subsidises ex- 
port of dairy products, films and coal. Such subsidy schemes 
are in existence in other countries like Canada and Germany 
in respect of specific coranuxlities. Other measures in the 
nature of fiscal incentives which are adopted by the various 
countries are remission of direct taxation, refund of social wel- 
fare charges, advances to exjx)rters on favourable terms, schemes 
for currency retention, import entitlement and preferential rates 
for the conversion of export earnings into domestic currency. 
Japan, for instance, grants some exemption from Corporation 
tax in respect of export transactions and their export-import 
bank provides credit to the exporters at a rate lower than that 
obtainable from the banking system. Great Britain has recently 
adopted a system of differential taxation on exports. We may 
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also, with advantage, introduce a system of refund of a part 
of the direct tax such as income-tax on the exports. The Ex- 
port Promotion Committee (1949) had made this recommenda- 
tion and had pointed out the lines on which the scheme should 
be introduced. The scheme suggested by them was that if a 
firm exported the same quantity in a particular year as in the 
base year that may be selected for the purpose, it will be given 
a rebate of 10 per cent of the proportionate profits it made from 
exports. If it increased its exports as compared to the exports 
in the base year by 25 per cent, the rebate would increase by 
5 per cent and for every further increase of 25 per cent over 
the figure of basic exfx)rts, the rebate would go on increasing 
by 5 per cent. The Committee had observed that this Scheme 
woulcl, while it was not likely to cost Government much, 
provide a real incentive to exports. As the Scheme suggested 
by the last Export Promotion Committee re: rebate of income- 
tax on exports, as above, would not cause any large loss of 
revenue to Government, it is worthwhile considering the feasi- 
bility of introducing the scheme on an experimental basis, with 
a view to finding out its efficacy as a measure of export pro- 
motion. 

Another point which requires to be examined in regard to 
income-tax in relation to export trade is the impediment 
caused to such trade by the application of Sections 42 and 43 
of the Indian Income-tax Act. Great confusion and difficulty 
have arisen because the term business connection occurring 
in Section 42 has been very literally construed by the taxing 
authorities and by some of the High Courts in the country. 
If a strictly literal interpretation is given to the terra, it would 
appear that even a single transaction between a resident and 
a non-resident would be deemed to be a business connection 
and on that basis the resident would be called upon to dis- 
charge liability as an agent in respect of the tax due from the 
non-resident. In order to remove doubts regarding the real in- 
tentions of the scope and liability contemplated by this Section, 
a review of the provisions of the entire Section is desirable. 
Certain practical difficulties also arise in cases where the resi- 
dents are treated as agents of non-residents. It is not possible for 
such agents, where a non-resident and more than one agent, to 
know the total income of such a non-resident through the agency 
of different persons in the country and consequently, it is not 
possible for any such agent to ascertain the tax liability and 
retain sufficient amount in his hands to meet the liability when 
the demand is finalised. This view has been confirmed by the 
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observations made by the Chief Justice of Bombay in a reference 
involving interpretation of the Sections in question. In order, 
therefore, to remove the confusion and difficulties arising out 
of the interpretation of the Section as at present, it is necessary 
that these relevent Sections should be so amended as to make 
it clear that non-resident principal would be subject to the taxa- 
tion laws of this country only when he exercises a trade in India 
and not merely with India. 

At a time when Government are taking all possible steps 
with a view to promoting the export trade of the country, it 
appears inappropriate that Government should, at the same 
time, discourage non-residents from importing goods from India 
by assessing tliem to income-tax on the profits alleged to be 
accTuing to them as a result of their business connections with 
Indian exporters. It is, therefore, suggested that, to start with, 
immediate effect be given to the Recommendations of the 
Taxation Enquiry Commission in this behalf. Special mention 
may be made of tlie Recommendation of the Commission that 
the law should be amended to the effect that when goods are 
purchased in India, whctfier through a regular agency or other- 
wise, and are not subjected to any manufacturing or other pro- 
cesses before export, no profits should be attributed to such 
purchasing op>erations. 

Closely allied with the question of export duty is the ques- 
tion of the levy of sales tax on exports. Sales tax is levied in 
the various States. The levy of sales tax on the last stage of 
exports is prohibited under the Constitution itself. There is, 
however, the question of levy of sales tax on the previous stages 
of sale through which the commodity passes before hnally leav- 
ing the country. In certain States like Bombay, the sales tax 
system in operation ensures exemption for exports even at such 
earlier stages. I'here is, under this system, provision for the 
grant of authorisation and licence entitling the holders of such 
authorisation and licence to purchase goods for export purposes 
free of any tax under the Sales Tax Law. Such a system should 
be adopted in other States also, particularly in the States 
where the multi-point .system of sales tax is in force, since under 
such a system, the cumulative incidence of sales tax goes on 
increasing with an increase in the number of stages the com- 
mexiity meant for export goes through. 

As already stated, under the Constitution, no sales tax is 
leviable on the last stage of exports and in certain States like 
Bombay, there is provision under the Sales Tax Law to exempt 
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exports from sales tax even at the earlier stages. There is, how- 
ever, one point which requires to be mentioned in this connec- 
tion. When an article meant for export from one State has to be 
imported from another State, it will bear intcr-State sales tax at 
the rate of 1 pt'r cent under the Central Sales Tax Act, 1956,. 
when the Act comes into force with effect from 1st July 1957 
(at the moment, there is no sales tax obtaining on inter-State 
sales in view of the Judgment of the Supreme Court dated the 
6th September 1955). As was observed by the last Export Pro- 
motion Committee, the levy of sales tax at any stage of exports 
has the effect of export duty and to that extent reduces the 
competitive capacity of our products vis-n-vis the products from 
alternative sources in the export markets. From that point of 
view, it may not be out of place to suggest that provision should 
be made in the Central Sales Tax Act, 1956, to ensure that 
inter-State sales tax is not levied on goods meant for export 
outside the country. 

As we have already observed, price is one of the important 
factors determining the competitive capacity of our products in 
the export markets and the price is determined by the cost of 
production. Our cost of production should be kept to the 
minimum level possible. From that point of view, we have, in 
the course of our preliminary observations, suggested modifica- 
tion of the taxation laws and also the labour and social welfare 
charges which have been increasingly imposed on the industries. 
Refund of labour and social welfare charges can be given on a 
rough and ready basis. 

As regards the currency' retention scheme, such a scheme is 
in existence in some of the other countries and it has served its 
purpose in stimulating exports. The feasibility of introducing 
such scheme in our country may be considered. 

Government have, in addition to liberalising the import 
policy for essential raw materials, introduced an Export Pro- 
motion Scheme, whereunder special import licences are issued 
to exporters in respect of raw materials to replace the imported 
raw material contents in the exported products. The conces- 
sion has been extended from time to time to a number of raw 
materials and it now covers about 37 different items. Some 
additional raw materials may be included in the Scheme as and 
when necessary'. 

(5) We have already observed that the procedures which are 
in force at present in connection with rebate of excise duty and 
drawback of import duty are complicated and involved with 
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the result that the Schemes are not availed of on any large scale. 
It is necessary to review the procedures with a view to simplify- 
ing them so as to induce a large number of exporters to take 
advantage of the Schemes. The interests directly concerned 
should be consulted in the matter. 

(r) At present, special facilities for the expeditious move- 
ment of goods for export are not made available. The overall 
transport position is not still satisfactory. There are common 
complaints of wagons not being available for a number of days. 
Owing to non-availability of wagons for movement of goods 
from the up-country centres to the ports of shipment, exporters 
arc sometimes not in a |X)sition to offer for export their goods 
by a particular steamer in which they have secured shipping 
space. It is, therefore, necessary to provide special transport 
facilities for quick and timely movement of export goods from 
the producing or manufacturing centres to the ports of ship- 
ment. In the context of the highly competitive conditions 
obtaining in the International markets, every step calculated to 
increase the competitive capacity of our export products would 
be advisable. Towards that end, a review of the freight rates 
with a view to affording concessional rates on gcx)ds meant for 
export would be desirable. 

(d) Difficulties arc experienced by exporters in securing 
shipping space especially for shipment of goods to the ports in 
West Asia and Soutli-East Asia. There are constant complaints 
of exporters not being able to secure freight for the destinations 
in these regions. Only over a limited number of routes in the 
countries in these regions, there is something in the nature of a 
regular shipping line operating. Again, for many destinational 
ports in this region, shipping facilities are available only at 
infrequent intervals. Even on routes where ships are regularly 
plying, the facilities are not adequate to cope up with the de- 
mand and particularly in cases where the routes are operated 
by one shipping line, there are a number of administrative diffi- 
culties which, in effect, result in reducing even the limited faci- 
lities available to the shippers, lliere were in the past 
recurring complaints of non-availability of freight space for 
shipment to the Persian Gulf Ports. 

Complaints were also made in the past about discrimination 
by the foreign shipping lines in the matter of allotment of ship- 
ping space and charging of freight rates and Indian exporters 
are put to great disadvantage as a result of this discriminatory 
policy followed by foreign Shipping Companies. It is necessary 
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to ensure that such discrimination is not practised by the foreign 
shipping lines in future. 

Another hardship experienced by the exporters in the 
course of the movements by sea results from the inadequate 
facilities available at the Ports. Our coastal and overseas trade 
has increased considerably during the last few years. But there 
has been no commensurate improvement in the clearing and 
handling arrangements at the docks. The berthing capacity at 
the major ports like Bombay, Calcutta and Madras is still 
limited with the result that ships have often to wait for days 
together for getting berths. Equipments like cranes are old and 
obsolete. Shortage of rolling stock hampers cjuick loading and 
discharge work. Warehousing and godown facilities at the 
Ports arc also inadequate. 

(e) As already stated in the course of the preliminary 
observations, the Government of India’s im]X)rt policy duly 
takes into account the needs and requirements of the country’s 
developing economy and imports of machinery, capital goods 
and essential raw materials required for the various industries 
are granted on a liberal basis. The same facilities are available 
to the export industries as well. Furthermore, export industries 
are given concessional treatment in the matter of imports of 
raw materials. They are given special import licences under 
the Export Promotion Scheme for replacement of the imported 
raw material content of the finished products exported out of 
the country. I’he Export Promotion Scheme is extended to a 
number of export industries. If any particular export industry 
is left outside the purview of the Scheme, it would be open to 
it to approach Government for being included in the Scheme. 

Q. 4. Invisible exports: 

(a) What measures in your opinion are required to be adopted for 
increasing our export earnings under (/) Indian Banking, (2) Insur- 
ance, and (3) Shipping? 

(b) What steps should be taken to increase tourist traffic? Do you feel 
that the present facilities available to the tourists in regard to 
travel, accommodation, sight-seeing, etc. are adequate? How can 
they be improved? 

(a) Banking: According to the sample survey of distribu- 
tion of imports and exports between Indian and non-Indian 
firms in the calendar year 1951-52 conducted by the Reserve 
Bank of India, about 70 to 75 per cent of India’s import trade 
is in the hands of Indian firms, while the share of Indian firms 
in the export trade is about 60 to 70 per cent. However, only 
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about 20 to 25 per cent of the total import trade of the country 
is financed by Indian banks, the rest of the trade being financed 
by the foreign exchange banks. As regards exports, Indian 
banks handle about 25 to 30 per cent of the total export trade, 
the remaining being handled by the foreign exchange banks. 
The latest statistical position is not known. But the fact re- 
mains that the share of Indian banks in financing the import 
and export trade of the country is still very small. In view 
of the fact that a part of the earnings of the foreign exchange 
banks is remitted abroad, it would be desirable to canalise, to 
the maximum extent possible, the foreign exchange business of 
the country through Indian banks. As, however, a major por- 
tion of the financial resources of the Indian banks is required 
for financing internal business, it would be necessary to streng- 
then, by suitable means, their financial position in order to 
enable them to participate increasingly in the foreign exchange 
business of the country and thus add to the foreign exchange 
pool. Tlie Indian business firms should make it a point to 
patronise the Indian banks. Government should also extend 
increasing patronage to such banks. 

Insurance: The Indian Insurance Companies have been 
already earning a sizeable foreign exchange for the country 
through their operations in foreign countries. Some of the 
first-class Indian Insurance Companies have, in the course of the 
last few years, opened branches in the various foreign countries. 
There is need to give permission for opening more and more 
branches and to grant them increasing facilities, so as to enable 
them to extend their operations in the foreign countries on an 
increasing scale and thus to earn still larger amount of foreign 
exchange from this invisible item. If Government patronise 
the Indian Insurance Companies on an increasing scale, private 
parties will also be inclined to extend their patronage to such 
companies and this will enable the foreign exchange earnings 
of the country to be augmented. 

Shipping: Shipping is another invisible item of trade 
which has great potentiality of adding to the foreign exchange 
resources of the country. The share of Indian Shipping in the 
overseas trade is, however, very small, it being barely 5 to 6 
per cent. It has been roughly estimated that the country has 
to pay annually as much as Rs. 175 crores to the foreign com- 
panies for the carriage of its overseas trade, the Indian Shipping 
Companies earning only about Rs. 12 crores annually. This 
constitutes a heavy drain on the foreign exchange resources of 
the country. The position can be remedied by increasing the 



368 REPORT OF THE 

share of Indian Shipping Companies in the overseas trade. But 
any great increase in the share of Indian Shipping would not 
be feasible without appreciably expanding Indian tonnage. Steps 
in that direction have already been taken. During the First 
Five-Year Plan period, Indian Shipping Companies were granted 
loans by Governinent on easy terms to acquire additional ships 
and the country reached the target of 6 lakhs GRT by the end 
of the Plan period. The Second Plan provides for the target 
of 9 lakhs GRT to be achieved by 1960-61, of which more than 
4 lakh tons will be participating in the overseas trade. With 
the attainment of this target, the Indian tonnage is expected to 
carry 12 to 15 {>er cent of the country’s overseas trade and about 
50 per cent of her trade with the adjacent countries. This will 
mean that if the plans for expansion of the Indian tonnage 
are worked according to schedule, the earnings of foreign ex- 
change by Indian Shipping would increase to about Rs. 20 to 
22 crores. A good amount of foreign exchange whic:h is at pre- 
sent recpiired to be paid for the purchase of ships from abroad 
can also be saved by increasing the capacity of the shipyard at 
Visakhapatnam and by setting up another Shipyard. 

(h) Tourist traffic is an important source of foreign ex- 
change in a number of other countries. In India also, w^e have 
recently taken steps to exploit this invisible source of foreign 
exchange. The Tourist Department set up under the Trans- 
port Ministry is in charge of the work connected with the 
development of tourist traffic. It has opened tourist offices in 
certain selected centres in India. It has also started overseas 
tourist offices in some of the foreign countries and disseminates 
publicity material through these offices. As a result of the acti- 
vities of these overseas tourist offices, India has, in the course 
of the last 2/3 years, won a place on the tourist map of the 
world and the income from tourist traffic is gradually incxeasing. 
The income derived from this source is, however, too low, 
considering the size of the country and as compared with the 
income earned by many other western countries There is vast 
scope for further development of the tourist traffic in our 
countiy. This can be done by intensifying the publicity drive 
in the foreign countries and by improving the facilities for the 
tourists, such as accommcxlation, transport, sight-seeing anange- 
ments, etc. Fo the middle-class traffic, particularly these facili- 
ties should be available at moderate charges. India, with a 
number of monumental, historical and sight-seeing places as also 
the various hydro-electric and other industrial projects, has great 
potentiality for the development of tourist traffic. The machi- 
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nery entrusted with the work of developing this traffic must dis- 
charge its duties and functions energetically. Our Tourist 
Centres abroad must be well-equipped so as to be able to fur- 
nish the information required by the prospective tourists 
promptly and expeditiously. I'he feasibility of setting up a 
special tourist organisation on the lines of those obtaining in 
some of the other countries which will have control over all the 
aspects of tourism may be considered. 

<7. 5. Methods of Export financing: 

(a) To what extent are credit facilities available (i) from the stage of 
production or manufacture to the stage of export and {ii) from the 
stage of export to the stage of receipt of payment f 

(b) Will banks and various Industrial finance Institutions in India be 
able to cope up with the demand jor credits if exports increase? 
If not, what remedy would you suggest? 

(c) How can financial aid be made axfailable to small exporters? Con- 
sider the case of handicrafts in this connection. 

(d) What is your opinion regarding exfmrts on consignment basis? 
Should this form of exports be encouraged? If so, in regard to 
wh at CO m modities ? 

(e) Will the institution of a scheme for exporting commodities through 
a single agency contribute to the promotion of exports? If so, in 
what commodities -would you recommend the employment of such 
agencies? 

(/) I'o what extent will a system of auctions stimulate exports? 

(g) Are there other forms of sales which could be used to boost exports? 

(h) What role can export credit guarantees play in stimulating exports? 

(a) Exporters get credit from the commercial banks. The 
rates of interest and the nature of security required by the banks 
for such credit vary from exporter to exporter depending on his 
standing and creditworthiness. 

(b) The Commercial Banks may not be able to cope up 
with the entire demand for credit if exports increase. The 
Industrial Finance Institutions will also not be able to provide 
credit facilities to the exporters on any large scale, as their re- 
sources are primarily required for meeting the financial needs 
of the industries for which they are set up. The feasibility of 
establishing a special institution like the Export-Import Bank 
of the U.S.A. or japan should be considered. Such an Institu- 
tion will be in a position to supply credit facilities for exporters 
at moderate rates. 

(c) The special institution suggested in the answer to (b) 
above will be able to render financial aid to the small exporters. 

(d) Consignment is not a very desirable system of export. 
Under this system, the exporter is not sure of the price he will 
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get. He is entirely at the mercy of the importer. The importer 
also does not exert himself much to realise a good price for 
the commodity because he has to remit the amount realised to 
the exporter after deducting the incidental expenses and his 
small commission. It is, therefore, not in our interest to en- 
courage this system of export. 

(c) We are not in favour of the idea of a scheme for 
exporting commodities through a single agency. It is difficult 
to understand how a single agency will be able to promote ex- 
ports. On the contrary, being in a monopolistic position and in 
the absence of fear of competition, there will be no desire for 
a single agency to exert itself. 

(/) The system of auction sale has one advantage, viz. that 
a large quantity can be disposed of in the market at one time. 
But, it is feasible only in respect of items like tea and wool for 
which there is large and widespread demand and which have 
been established in the export markets. There is a feeling that 
even in respect of these commodities, we will be able to realise 
greater price by direct contacts with the buyers in the various 
im|X3rting countries rather than through auction sales. But a 
sudden departure from the system of auction sales is not desir- 
able. While continuing to resort to this system, we may also 
try to build up, wherever possible, markets by direct sales. 

(g) Export sales by direct contacts with the overseas buyers 
appears to be the best form of export. 

(//) The system of export credit guarantee can play an 
important part in stimulating exports. Such a system insures 
the exporters against losses likely to be caused by circumstances 
and factors beyond their control, such as insolvency of the 
foreign importer, default on his part in the payment of the 
exporter s dues, etc., and instils a feeling of security in the ex- 
porter's mind. The Export Credit Guarantee Scheme also 
encourages sales promotional activities by the exporters in the 
export markets as it usually guarantees a part of the expenses 
incurred by the exporter in connection with such activities in 
the event of those activities not producing any commensurate 
results. 

Q. 6. Adrninistratwe measures and the sendees rertdered by existing 
institutions : 

(a) Please give your views on the need for and the xvorking of agencies 
like the Export Promotion Councils, Commodity Boards and similar 
bodies. Do you recommend any additional steps to be adopted by 
these organisations for developiJig export trade? 
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(b) The Director-General of Commercial Intelligence and Statistics at 
Calcutta and Commercial Secretaries, Attaches and Trade Commis- 
sioners abroad are the principal sources of official information in 
regard to trade contacts, etc. In xuhat manner can their sendees 
be more efjectwely used? Are there any defects in their function- 
ing which have to be remoxwd? What f>art can they play in pro- 
moting the export trade? Haxfe you any suggestions regarding the 
training of trade officers sent abroad? 

(c) Do you think that adequate attention is being fmid by traders to 
promote exports? Would you suggest any changes in the present 
set-up? Do you recommend the institution of export houses? 

(a) As stated in the preliminary observations Export Pro* 
motion (amncils provide a forum for a joint effort in the direc^ 
tion of export promotion Ijy the Government, the industry and 
the trade. Such Councils Iiave been so far set up for cotton 
textiles, silk and rayon textiles, plastic goods, engineering goods, 
cashew and pepper, tobacco, mica and leather gocxls. These 
Councils have been doing useful work. They carry on propa- 
ganda and publicity in respect of their respective commodities 
in the export markets through their own Organs and other 
media. Ehey also send samples for display in the show-rooms 
attached to our Trade Missions abroad. Some of the Councils 
have also opened their own offices in certain selected centres in 
countries which promise to be potential markets for their com- 
modities. The Colton Textiles Export Promotion Council has 
a system of inspection before exports. The Commodity Boards 
like the Tea Board and the Coffee Board also undertake propa- 
ganda in the export markets and carry on other sales promotion 
activities. Ihey also pay increasing attention to the improve- 
ment of the quality of the respective commodities. 

The Export Promotion Councils should undertake surveys 
of the various export markets and study the exact requirements 
of these markets. They should also periodically send trade 
delegations to the foreign countries where there are possibilities 
of developing exports. Such Delegations will be able to make 
on-the-spot study of those markets and to make a comparative 
study of the products from the other supplying countries. The • 

Councils should also make it a point to participate in the Inter- 
national Exhibitions and Fairs in the different countries. It 
would also be profitable if they can have show-rooms and 
emporia of their own on a permanent basis in the important 
foreign centres. It would be advisable to have joint show-rooms 
for the various Councils, as this would reduce the overhead costs 
for each of them. The Councils should also, through their 
branches or agents abroad, undertake publicity through local 
papers and trade journals in local languages. Further, they 
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should devise ways and means of giving visual publicity to their 
respective commodities. The Councils should maintain a close 
liaison with our Trade Representatives in foreign countries as 
also the I rade Representatives of foreign countries in our own. 
The Colton Textiles Export Promotion Council has machinery 
for enquiring into and investigating complaints from foreign 
importers and Indian exporters. It has also aiTangements for 
arbitration in the disputes between Indian exporters and 
importers abroad. The other Councils should introduce similar 
arrangements for investigation of complaints and settlement of 
disputes. The Councils should take particular steps to see that 
the exporters maintain a high standard of business morality in 
their dealings with foreign importers. 

(h) In the drive for Export Promotion, the agencies for 
collection and dissemination of the statistical data and other 
relevant information about the foreign markets have particular 
significance. The Director-General of Commercial Intelligence 
and Statistics and our Trade Representatives abroad are the offi- 
cial sources of such data and information. The Director-General 
•of Commercial Intelligence k Statistics compiles the Directory 
of Indian Producers /Manufacturers and Exporters. The Direc- 
tory is revised pericxlically. The statistics relating to our 
imports and exports are also compiled and published by him. 
This Publication is published in two forms — Monthly and 
Annual. The Monthly Publication gives commodity-wise 
statistics and the Annual is in two volumes, one giving detailed 
commodity-wise statistics and the other country-wise statistics. 
As regards the Monthly Publication, it is now brought out 
expeditiously. But the same promptness and .expedition are 
not shown in the Publication of the Annual Volumes which 
contain commodity-wise and countr7-wise information of a 
detailed character. Steps should be taken by the Director- 
General of Commercial Intelligence k Statistics to bring out the 
Annual Publication with the minimum of delay. 

The Director-General of Commercial Intelligence k Statis- 
tics also periodically publishes Directories of the Indian Manu- 
facturers/Producers and Exporters and the Importers in the 
various foreign countries. He answers queries about trade 
possibilities from Indian and foreign firms. It has been pointed 
out that the Director-General of Commercial Intelligence k Sta- 
tistics sometimes takes an unduly long' time to answer such 
queries. As the information required is not forthcoming in a 
reasonable time, the firms concerned lose interest in the matter. 
It should be impressed on the Director-General of Commercial 
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Intelligence Sc Statistics that such information should be made 
available promptly and expeditiously. 

The Offices of our Trade Representatives abroad can also 
serve as a useful source of information in regard to trade con- 
tacts, etc. The Trade Representatives send monthly reports 
giving information about market conditions and the same are 
published in the Supplement to the Indian Trade Journal. 
The Trade Commissioners also send Annual Reports. Extracts 
from such Reports are given in the Industry and Trade Journal, 
a monthly publication of the Ministry of Commerce &: Industry. 
It is necessary to emphasize that such reports should be brought 
to the notice of the Indian exporters immediately, as late publi- 
cation of these reports detracts from their practical utility and 
they have only academic value. We are now having a network 
of Trade Commissioners’ Offices in a number of foreign coun- 
tries. They can play a vital and useful role in the matter of 
export promotion. They are an important link betweeen the 
exporters at this end and the importers at the other end. Being 
on the spot, they are in a position to furnish information 
required by the Indian Exporters alx)ut the markets in their 
sphere of activity. They should be in close touch with the 
various Export Promotion Councils and help them with advice 
and suggestions regarding their activities especially with refer- 
ence to the markets they arc concerned with. They should 
show greater initiative in the discharge of their functions and 
duties, which is so essential to Export Promotion. 

The persons selected for appointment to the posts of Trade 
Commissioners should be given thorough training in trade 
matters. I’hey should have good knowledge of the produce of 
India, her manufactures, imports and exports. We would 
reiterate our suggestion, which we have made on several occa- 
sions in the past, that the functions of Trade Commissioners 
would be discharged in a better manner if the personnel for 
such offices is drawn from persons with necessary background 
and practical experience in the sphere of trade, commerce and 
industry. 

(c) As we have already stated, there was hitherto a tendency 
on the part of Indian traders to concentrate more on the home 
market than on the export markets. Recently, however, the 
traders are becoming more and more export-minded. The ex- 
port consciousness of the traders can be increased by impressing 
on them, through Trade Associations and by other suitable 
means, the need for taking greater interest in export trade, by 
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bringing to their notice potentialities of export markets and by 
giving them necessary incentives. The agency of the Export 
Promotion Councils can be utilised in creating greater export- 
consciousness. 

7. Publicity in respect of Exports: 

(a) To 7i>hat extent has participation in exhibitions and the opening 
of show-rooms contributed to promotion of exports? 

What further measures should be adopted to make these exhibitions 
and shore-rooms nmre effective and useful? 

What other additional steps should be taken to advertise our goods 
arid place them on new markets? 

To what extent have trade delegations been successful in increasing 
oui exports to existing tnarkets and finding out new markets ? 

What measures in addition to or in substitution of trade delemtions 
are called for? ^ 

(b) Is there need and scope for setting up an Indian counterpart of 
British Export Trade Research Organisation (BETRO) or Japan 
Export Trade Recorwry Organisation (JETRO)? 

(c) What scope is there for improving trade information and publicity 
through brochures, directories, etc:? What would be the suitable 
agency for undertaking such publications? 

(a) As we have already stated, our increasing participation 
in the International Exhibitions and Fairs held in the various 
countries and the display of our export products in the show- 
rooms and ernporia attached to our Trade Missions abroad 
have served to bring our export products prominently to the 
notice of the tiading and the consuming' public in the foreign 
lands. The Exhibition Branch attached to the Ministry of 
Commerce & Industry looks alter the work in connection with 
the participation in such exhibitions and fairs. It should move 
expeditiously and secure adequate space for putting up pavi- 
lions lor display of our export piXKlucts sulFiciently in time and 
notify the same to the industry and trade, so that prospective 
participants will get adequate time to complete all the forma- 
Ikies in connection with such participation. Publicity literature 
giving illustrations and descriptions of the articles exported 
should accompany samples of the goods to be displayed in the 
International Exhibitions and Fairs. As already suggested, 
arrangements for explaining the nature of the products display- 
ed, their composition and pattern, their uses, etc. to the visitors 
to the exhibitions and fairs should also be provided. 

Apart from participation in International Fairs and Exhi- 
bitions and opening of show-rooms and ernporia in the offices 
of our Trade Representatives abroad, cinema slides exhibited in 
the foreign lands will be another effective form of visual publi- 
city. Besides, our goods should be advertised in local papers 
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and trade journals, more particularly those which are run in 
local languages. Mobile exhibitions will also be an effective 
medium of publicity to our products in the foreign countries. 
Our Trade Representatives in the different countries should 
render all possible help to our traders in giving publicity to our 
export products in all these various ways. 

It is difficult to assess precisely the effect of the exchange of 
Trade Missions and Missions between our country and the 
other countries on our export trade and to say exactly whether 
such Delegations and Missions have contributed to an increase 
in our export trade. It must, however, be noted that exchange 
of Trade Delegations and Missions as between our country and 
the other countries has potentiality of developing the Inter- 
national trade, for it provides the visiting country and the 
country visited an opportunity to know each other’s require- 
ments and each other’s products. Trade Missions and Delega- 
tions have also a psychological effect, inasmuch as they serve to 
bring about better understanding and close relationship between 
the two countries. The Government of our country have 
recently invited I'rade Delegations from a number of countries. 
It is also sending similar Delegations to the various countries. 
Continuance of exchange of Trade Missions and Delegations is 
greatly desirable, as it helps not only to maintain the level of 
export trade but also to cxpiind it. One point which requires 
to be stressed is that follow-up action is very important in 
obtaining good results from the exchange of Trade Delegations 
and Missions. It is not sufficient merely to make contacts; what 
is essential is that immediate action must be taken to make use 
of the new contacts and to conclude deals with the merchants 
in the countries whose Missions and Delegations visited this 
country or which were visited by Missions and Delegations from 
this country. A brief report on the work of the Delegations 
making special mention of the prospects for our export products 
in the countries visited should be immediately prepared and 
circulated to the Trade Bodies concerned, so as to enable the 
trade to take immediate necessary action. 

(h) The British Export Trade Research Organization and 
the Japan Export Trade Recovery Organization have been do- 
ing useful work in connection with Export Promotion of the 
respective countries. They have specialised in market surveys 
and carry on such surveys and researches in the different export 
markets in great detail. They also undertake publicity drive 
in respect of various export products in the different foreign 
countries. They carry on research on a continuous basis and 
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Study the prospects of developing new markets for export pro- 
ducts and introducing new items in the export trade of their 
countries. Some of the functions of the BETRO and JETRO 
are carried on by the Export Promotion Councils set up in our 
country. Such Councils are, however, concerned with specific 
commodities and the establishment of an organization on the 
lines of the BETRO and JETRO will be desirable from the 
point of view of developing exports of other commodities for 
which Export Promotion Councils are not in existence. 

(c) At present, the Director-General of Commercial Intelli- 
gence &: Statistics is entrusted with the work of collection and 
dissemination of trade information. The Export Promotion 
Cell whose establishment we have suggested will be a suitable 
agency for undertaking this work. It should collate trade infor- 
mation and disseminate the same in the form of Brochures from 
time to time. 

Q. 8, Simplification of Commercial Transactiojis and Facilities before Ship- 
ment of Goods: 

(a) Is there need for creating a specialised organisation for reporting 
on the stains and creditxvorthiness of exporters from India? 

(b) What measures should be adopted so that disputes between export- 
ers and foreign buyers can be minimised and disputes, if any, ran 
be sohted? What difficulties are likely to arise in making inclusion 
of arbitration clauses compulsory in all contracts? 

{c) What are the usual types of disputes between the exporters and 
foreign buyers? 

(d) Will pre-shipment inspection reduce disputes, and if so, what 

measures should he adopted in this respect generally and in respect 
of individual commodities? ' ^ 

(e) What quality standards are generally prevalent in India regarding 

x^arious commodities and how far do these differ from standards in 
buyers' countries? Are there any international standards recog- 
nised by all countries? ^ 

(/) What measures can be adopted to ensure that the prescribed 
standards are obsen/ed by the exporters? 

(g) Should standard contract forms be drawn up for different com- 
modities? 

(h) Would it be advisable to register export firms? 

(a) 111 our opinion, creation of a specialised organization 
for reporting on the status and creditworthiness of exporters 
would not be feasible. The question of status and creditworthi- 
ness would arise mostly in the case of persons or firms entering 
the export trade for the first time; as far as established firms 
are concerned, the question of status and creditworthiness will 
not arise, as such exporters would inspire confidence in the 
foreign importers, as a result of long trade contacts "with them. 
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Even in the case of new export firms, in the ultimate analysis, 
the status and creditworthiness of the firms will have to be 
ascertained by the special organisation only after getting bank 
references from such firms. Thus, the establishment of a special 
organisation will be redundant. 

(b) The occasions for disputes between Indian exporters 
and foreign buyers will be minimised, if the exporters are made 
to pay particular attention to the quality and standard of the 
goods they export and to see that the goods exported conform 
to the samples approved by the foreign buyers or to the exact 
specifications required by the foreign buyers, and the goods are 
exported before the delivery date. The Pre-inspection Scheme 
of exported goods on a voluntary basis adopted in connection 
with exports of cotton textiles will also ensure export of quality 
goods and reduce the occasions for disputes on the score. The 
Cotton Textiles Export Promotion Council has set up a Com- 
plaints Committee of its own to enquire into and investigate 
the complaints from the foreign buyers and the Indian expor- 
ters. The existence of such a Complaints Committee also 
serves to keep parties concerned on their vigil. 

Arbitration is one of the most suitable means for settlement 
of commercial disputes. It is, however, pointed out that the 
experience of Indian exporters in arbitration proceedings is not 
happy. The main difficulty for them arises from the lack of 
arrangements for constitution of panels of arbitrators in the 
various countries, which alone can instil confidence in the minds 
of Indian exporters about their case being adequately and effec- 
tively represented in the arbitration proceedings. 

(r) The usual types of disputes between Indian exporters 
and foreign buyers are: non-fulfdment of the contract, consign- 
ment of goods not conforming to the samples or specifications 
contracted for, short-supply, late delivery and bad packing. 

(d) Pre-shipment Inspection would reduce chances of dis- 
putes between Indian exporters and foreign buyers. The Cotton 
Textiles Export Promotion Council is having such pre-inspection 
scheme. Other Councils should also examine the feasibility of 
introducing similar Schemes. 

(e) The Commodity Boards for different items lay down 
standards and grades in respect of the commodities with which 
they are concerned. The Indian Standards Institution has also 
evolved standards in respect of numerous commodities after con- 
sulting the interests concerned. These standards are mostly in 
conformity with the International standards. 
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(/) The Pre-inspection Scheme on a voluntary basis, as is 
in force in respect of cotton textiles, can ensure to a great ex- 
tent that the prescribed standards are observed by the exporters. 

(g) It will be perhaps advantageous to have different con- 
tract forms for different commodities depending upon the 
nature of the commodities concerned. The Standard Contract 
Forms should be evolved in consultation with the Trade Associa- 
tions concerned. 

(h) In our opinion, there is no need for registration of firms 
for the purpose of export trade. The object in view, namely, 
to see that the exporters maintain high business standards in 
their dealings with foreign importers can be attained in other 
ways. We have already suggested that the Export Promotion 
Councils in respect of items for which such Councils are in 
existence and the Trade Associations concerned in respect of 
other items should constantly impress on the minds of the ex- 
porters in the particular line the need to maintain a high degree 
of business integrity in their dealings with foreign buyers. 

9. State 'frading: 

What arc yotir views on the role of the State Trading Corporation 
for increasing exports? 

It is our considered opinion that State Trading is not 
conducive to the development of trade. The State is not a 
suitable agency to undertake trading operations. Keeping a 
close watch on the stcKk position of the market, daily arrivals 
and off take, moves and countermoves of fellow operators, 
changes in price trends are all matters which require a personal 
touch by those who are in charge of the trade. Besides, it calls 
for a high de^ee of skill and ability to take prompt decisions 
and adaptability. I hese essential qualities cannot be expected 
to be present in Government cjfficials. They are trained for a 
different purj>ose altogether. Their actions and decisions are 
guided by precedents, rules, regulations, etc., and they are, there- 
« fore, not in a position to take quick decisions which are so 

essential for the successful operation of trading activities. A 
trading concern has to suffer losses on occasions, particularly in 
the initial stages of exploration and consolidation. The losses 
incurred by the State in trading will be a charge on the national 
exchequer. Incursion of the State into trading activities also 
eliminates normal trade channels from their avocations. The 
experience of State trading in other countries and the limited 
State trading in our own country in the past has been unhappy. 
The action taken by Government in establishing a State Trad- 
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ing Corporation for the purpose of trading is an unfortunate 
one. In terms of the Resolution setting up the Corporation, 
the Corporation will not only engage itself in foreign trade but 
r also in the sphere of internal trade and that too in respect of 
any commodities it chooses. The Corjxyration has already 
engaged itself in the export of Manganese ore. Iron ore and few 
other commodities and import of cement. There is no restric- 
tion on the Corporation entering any business and this factor 
is having a dampening effect on the initiative of the private 
enterprise as there is lurking fear in the minds of the traders 
that the Corporation might enter their business any time it likes. 
An assurance from Government to the effect that the State 
Trading Corporation will carry on trading operations only in 
respect of certain specified commodities or with only specified 
countries (it is pertinent to point out that the initial idea of 
Government in resorting to State trading was to facilitate trad- 
ing with the countries behind the ‘ iron curtain ’) will go a long 
way in removing this feeling of uncertainty in the minds of the 
businessmen and to induce them to undertake trade promo- 
tional activities. 

The case made out by Government for resorting to State 
Trading through the agency of the State Trading Corporation 
does not appear to be on strong grounds. Manganese Ore and 
Iron Ore are two important commodities in respect of which 
the State Trading Corporation has entered the export trade. 
The reasons advanced for the entry of the State Trading Corpo- 
ration in the export of these two ores are, as contained in the 
Press Note dated the 22nd June 19,56, vague and unconvincing. 
It is not clear as to what Government had in mind by the state- 
ment that “ the existing trade mechanism is inadequate for 
meeting the demands of the export trade in ores ”. If Govern- 
ment meant that there were drawbacks and shortcomings in the 
working of the trade mechanism, it was but proper that they 
should have indicated the same to the traders concerned. The 
trade has, however, on the other hand, claimed that it has not 
fared badly, allowing for the various handicaps and difficulties 
under which it had to operate. One of the main handicaps 
was the transjxnt bottleneck and the other, the port difficulties. 
In fact, the Press Note dated the 22nd June 1956, referred to 
above, itself states that “ the preoccupations of the control autho- 
rities with the equitable distribution of available wagon space 
amongst mining and trading interests has made it virtually 
impossible for the limited resources to be used to the maximum 
advantage or for economical arrangements for transportation of 
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ores and for their handling at the Ports What is worth 
noting, however, is that despite these handicaps and difl&culties, 
the results achieved by the trade in the matter of export of ores 
must, on all reckonings, be called creditable. The export of 
manganese ore, for instance, effected by the trade during the 
year 1953-54 was of the order of 16 lakh tons, which means that 
the trade, given the necessary transport facilities, coidd exceed 
the target of 15 lakh tons fixed for export of manganese ore 
under the Second Five-Year Plan. As regards iron ore. Gov- 
ernment’s policy during the First Five-Year Plan period was to 
conserve the supplies of this ore for pig iron production in the 
country and there was no export target as such fixed for iron 
ore under the Plan. Nevertheless, the trade developed export 
markets and succeeded in exporting nearly 13 lakh tons of this 
ore in 1953-54 and 1955-56, These achievements of the trade^ 
in the face of the transport and other difficulties experienced by 
them, should leave no room for doubt as to its capacity to step 
up exports of these two commodities. 

The only reason which seems to have influenced Govern- 
ment’s decision to canalise export of ores through the State 
Trading Corporation is that this has been considered by Govern- 
ment to be a profitable line which the Corjx)ration could take 
up. It should not, however, be forgotten that Government 
were already having a good slice of profits made by the export 
trade in ores in the form of taxation and freight. It is esti- 
mated that roughly 24 per cent of the earnings of the manganese 
ore were going to the State by way of taxes and freight in the 
case of mines situated near the Ports. This figure will be pro- 
bably greater in the case of mines situated aw\ay from the Ports. 

It is officially claimed that the State Trading Corporation 
has been able to push up exports of ores. This claim is, however, 
refuted by spokesmen of the mining trade. It is contended by 
them that the State Trading Corporation has not been able to 
fulfil its contracts with the U.S.A., France and Japan in the year 
1956. It is pointed out by them that while the State Trading 
Corporation is not able to fulfil the contracts with foreign 
countries for the supply of the ores according to schedule, the 
private parties were not in a position to enter into long-term 
commitments owing to the fact that Government’s policy was 
announced from year to year and not on a long-term basis. It 
is stated that the trade had repeatedly urged Government to 
announce a three-year, if not a five-year policy in respect of 
export of ores, so as to enable the trade to plan the exports on 
a sufficiently long-term basis. The request of the trade was not 
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granted. It is further pointed out that when the State Trading 
Corporation entered the sphere of export trade in ores, Govern- 
ment had promised that the Corporation would supplement 
and not supplant the private trade. In actual practice, however, 
the activities of the Corporation have resulted in supplanting 
the private trade in ores. As a result of the elimination of the 
private trade from the sphere of export trade in ores and the 
inability of the State Trading Corporation to fulfil the contracts 
with the other countries, it is feared that the export trade in ores 
from this country will receive a set-back. 

i). 10. Trade Agreements, etc.: 

(a) Make an assessment of the utility of Trade Agreements that have 
been entered into by India with various countries. In what direc- 
tions do they need to be improved so as to increase their value and 
efj ectiveness ? 

(b) Do you have any concrete cases where the proxnsions of technical 
collaboration agreements xvith foreign f)arties preclude the export 
of goods produced in the country? If so, would you recommend 
a revision in such agreements? 

(a) India has entered into bilateral trade agreements 
with a number of countries. A study of the statistics of India’s 
trade with these countries during the first 9 montlis of the year 
1956 shows that whereas their exports to this country increased, 
India’s exports to them were more or less static. The Agree- 
ments are periodically reviewed or revised. At the time of 
negotiations for such review or revision, opportunity should be 
taken to bring to the notice of the Representatives of the other 
contracting parties the shortfalls in their off-take of the parti- 
cular commodities and to jxiint out to them the difficulties 
experienced by Indian exporters in regard to export of those com- 
modities to the countries concerned. 

I'he bilateral Trade Agreements entered into are of a gene- 
ral character just mentioning what would be exchanged between 
the two countries. This has not resulted in promotion of ex- 
ports to the desired extent, as it has been found in certain cases 
that the other contracting parties export more to India than 
they import from India. Wherever practicable, specific agree- 
ments should be concluded for exchange of specific gocnls of 
C!qual values between the two countries. This will ensure that 
both India and the other contracting party benefit from the 
Trade Agreement. 

It has also been pointed out that where certain countries 
which are parties to the Trade Agreements with India are paid 
in convertible foreign exchange for imports into India from 
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those countries, it so happens that they buy goods from other 
sources with such foreign exchange instead of from India. It 
should be seen that such countries buy goods from India upto 
the stipulated quantities or values, if necessary, by paying them 
in rupees, the balance being paid in other convertible foreign 
exchange. 

We should try to get more and more manufactured and 
processed goods available frdm India included in the Schedule 
of exports from India appended to the Agreements, Prior 
consultation with the trade and industry, while entering into 
Agreements or their renewal, would be greatly desirable. 

(h) No such cases have been brought to our notice. 

My Committee hope and trust that the Export Promotion 
Committee will give their careful consideration to the above 
views and suggestions while formulating their proposals and 
recommendations in regard to export promotion. 


APPENDIX 36 

Questionnaire issued by the Customs Reorganisation 
Committee 

Letter dated 23rd September 1957 from^ Chamber to the 
Secretary, Customs Reorganisation Committee, 

I am desired by the Committee of the Indian Merchants^ 
Chamber to refer to the Questionnaire issued by the Customs 
Reorganization Committee and to send hereby their replies to 
the same. 

At the outset, my Committee would like to make a few 
general observations on the subject-matter covered by the 
Enquiry. During the last few years, the occasions for com- 
plaints regarding Customs difficulties experienced by the trade 
have increased considerably. There is a general feeling that 
these difficulties are occasioned, among other things, by some 
of the provisions of the Sea Customs Act regulating the foreign 
trade of the country and the procedural formalities thereunder, 
which have incTcased considerably over the years both in num- 
ber and complexity. Some of the requirements and formalities 
are also such that it is difficult to comply with the same in the 
day-to-day work connected with imports and exports. These 
difficulties, to some extent, are accentuated by the rigidity in 
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administration. There had been, consequently, a general de- 
mand for a thorough overhaul of the provisions of the Sea 
Customs Act and the procedure laid down thereunder. The 
Committee of this Chamber had themselves suggested on more 
than one occasion the appointment of an Expert Committee 
with representatives of the trade, commerce and industry there- 
on to undertake such a review of the provisions of the Act and 
the various Rules and Regulations presexibed thereunder and 
to formulate proposals for reforming the Customs procedure 
and practice in a manner which would be simple and conducive 
to the free flow of the foreign trade of the country. My Com- 
mittee, therefore, welcome the appointment of the Expert Com- 
mittee and the op{X)rtunity given to all concerned to place their 
views and suggestions before the Committee. 

The main Customs difficulties frequently complained of re- 
late to classification and assessment of goods under the Customs 
Tariff Scliedule, delays in completion of assessment proceedings 
by the Customs Officials, delays in connection with the chemical 
and analytical tests, insistence on the part of Customs Autho- 
rities on frequent analytical tests, sudden changes in classifica- 
tions of articles and consecpient changes in the rales of duty 
leviable on them without prior notice to the trade, lack of uni- 
formity in the procedures adopted by the Customs Authorities 
at the different ports and difficulties caused by lack of co-ordina- 
tion between the Import Trade Control Authorities and the 
Customs Authorities. 

As regards classification and assessment of goods under the 
Customs Tariff Schedule, the difficulties are mainly caused by 
the fact that the Customs Officials on several occasions refuse 
to accept the usual documentary evidence that is produced by 
the merchants and demand additional documentary evidence 
which the merchants are not in a position to furnish easily. 
Sometimes, the Customs Authorities are found to be changing 
the very basis of classification of articles for the purpose of assess- 
ment. The following instance illustrates the avoidable diffi- 
culties caused by arbitrary administration in the matter of 
classification. 

Fountain pens of certain well-known and costly brand were 
imported sometime back as usual into the Port of Bombay. In- 
stead of being classified as fountain pens " as such, they were 
treated by the Customs as “ an article plated with gold or silver ” 
and charged to the much higher rate of duty applicable to the 
latter. The party concerned pointed out to the Customs Autho- 
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rities that, having regard to the end-use of the article, there 
was no justification whatever for treating the same as an item 
other than fountain pen ” and assessable to Customs Duty at 
the higher rate. The contention of the party was, however, not 
accepted and the party had to have recourse to the court of law 
to get the Customs decision reversed in its favour. 

Another matter in regard to which difficulties are often 
experienced by the trade is the insistence by the Customs Autho- 
rities on frequent analytical tests of articles imported or to be 
exported. What is worth noting is that analytical tests are 
frequently insisted upon even in the case of items which are 
imported /exported regularly l)y the same importer /exporter. 
Further, it is observed that there is inordinate delay in the sub- 
mission of reports of analytical or chemical tests, resulting in a 
good deal of inconvenience and hardship to the importers/ 
exporters. The exact classification of the goods and the duty 
leviable thereon cannot be decided in the absence of the results 
of analytical tests. In the case of seasonal goods particularly, 
such difficulty is more keenly felt as the traders are likely to be 
put to financial loss owing to delay in the clearance of goods and 
the possible fall in the prices of the goods during the interven- 
ing period. It is true that importers are allowed to clear the 
goods when the classification of the commodity is in dispute, on 
their executing a bond, undertaking to pay the difference in the 
duty as determined on the basis of the results of the analytical 
tests. Such guarantees are, however, required to be counter- 
signed by banks for which importers have to deposit large 
amounts with the banks. This means that considerable amount 
which would otlierwise be available for business purposes, is 
locked up for a long time. It is, therefore, essential that the 
reports of the chemical or analytical tests are given by the Cus- 
toms Authorities in the shortest time possible with a view to 
eliminating the difficulties experienced by the traders on this 
score. 

Changes in Customs Classification of imported articles have 
also occasioned considerable difficulties to the trade. Goexis 
which arc assessed under a particular classification for a number 
of years are also affected by such changes. It is reasonable to 
suggest that when a change in classification is proposed to 
be made with regard to a particular article, the trade interests 
concerned should be previously consulted and the change should 
be announced through a Public Notice for the guidance and 
information of importers sufficiently in advance so as to allow 
them adecpiate time for making necessary adjustments. 
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One of the points which the Enquiry Committee will have 
to prominently consider is that relating to the question of uni- 
formity in the Customs procedure at the different Ports. 
Instances have been brought to our notice of lack of uniformity 
in the procedure followed by the Custom Houses at the different 
Pons resulting in the same article being assessed to duty at 
different rates at different ports. Sometimes, it is found that 
an article is allowed importatfon at one port while it is not 
allowed at the other port. The lack of uniformity in Customs 
procedure adopted by the different Customs Authorities natu- 
rally results in discrimination among the importers at the various 
ports. There is, therefore, imperative need for steps being 
taken to bring about maximum amount of uniformity in the pro- 
cedural aspects as between the Customs Authorities at different 
ports. 

A continuing difficulty in the administrative sphere is the 
lack of adequate co-ordination between the Customs Authori- 
ties on the one hand and the Import Trade Control Authorities 
on the other. The difficulty regarding ascertaining in time the 
exact ITC Classification of articles still continues. In order to 
get over this difficulty, we have often suggested in the past that 
a machinery composed of officials drawn from both the Depart- 
ments should be set up to determine classifications of articles 
and to advise the importers concerned promptly. We would 
urge consideration of the feasibility of accepting this suggestion. 
My Committee would further suggest that the classification 
determined by this machinery should be referred to the Central 
Board of Revenue for their approval. When the same is 
approved, the Central Board of Revenue should announce the 
classification by means of Notification for the information and 
guidance of importers at all the port centres. We would also 
suggest that the classification and nomenclature should be as 
detailed as possible, so that the traders concerned would be in 
a position to know the exact classification with regard to the 
items with which they arc concerned. 

The above discussion about the various difficulties under- 
lines the need for taking steps to avoid administrative delays at 
the different stages of the Customs formalities, to bring about 
uniformity in the Customs procedure adopted by the Customs 
Authorities at the different Ports and to simplify the procedural 
formalities connected with importation and exportation of 
articles in a manner which would minimise the hardship and 
inconvenience experienced in this regard at present and to assist 
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the free flow of the overseas trade of the country by removing 
the obstacles caused therein on account of the observance of the 
rigid and difficult procedures. The discussion also points to 
the clear need for energising the machinery in charge of the 
administration of the Customs law at the different centres and 
for a reorientation in their outlook, which, while safeguarding 
Government revenue and other interests of the State, takes due 
note of the genuine difficulties experienced by the trade in the 
course of the observance of the Customs procedures and forma- 
lities. The Customs staff should make it a point to dispose of 
their work expeditiously and promptly. In our opinion, insti- 
tution of supervisory arrangements on the w^ork of the staff at 
the lower stages would greatly facilitate expeditious disposal. 

There is one more pgint to which my Committee would 
like to refer and that is regarding the provisions concerning the 
appellate machinery under the Sea Customs Act. As the Act 
stands at present, it only provides for departmental appeal and 
there is no provision for appeals before an independent appellate 
authority. The appeal as provided for in the Act is only in 
the nature of departmental review and cannot claim the merit 
of an appeal to an independent authority. The Committee 
of this Chamber have, therefore, often suggested in the past that 
the provisions in the Sea Customs Act in this regard should be 
amended with a view to setting up an independent appellate 
authority to hear appeals from the orders passed by the Customs 
Officials just on the lines of the Income-tax Tribunal. Such a 
course will not only inspire confidence in the traders but will 
also ensure greater care and circumspection in the administra- 
tion while passing orders and taking decisions and thereby 
minimise the element of arbitrariness in their decisions. It is 
significant to point out that even the Taxation Enquiry Com- 
mission saw the force underlying this suggestion. My Com- 
mittee would reiterate this suggestion and urge that, to start 
with, a Tribunal independent of the Ministry of Finance, as 
recommended by the Taxation Enquiry Commission, should be 
set up at an early date to decide revision petitions. The Com- 
mittee would further suggest that the Tribunal should be under 
the administrative control of the Law Ministry as in the case 
of the Income-tax Tribunal. 

With these general observations, my Committee would 
proceed to answer the various questions in the Questionnaire 
seriatim : 
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Section I 

PROCEDURE AFFECTING VESSELS IN PORT AND 
STEAMER AGENTS— SEA CUSTOMS 

Q. 4, Import General Manifest: 

What difficulties, if any, have you% experienced in 

(i) observing the time-limit laid dozen for the lodging of the Import 
General Manifest xeith Customs, 

(it) lodging the manifest under the prior entry " system, 

(Hi) furnishing the prescribed particulars in the manifest, 

(iv) amending the fmriiculars in the manifest when necessaty, 

(xf) furnishing the Customs xeith any other documents in connection 
xeith the manifest, 

(vi) accounling for the cargo as shoxen in the manifest? 

(i) Steamship companies are reejuired under the provisions 
of the Sea Customs Act to lodge the Import General Manifest 
with the Customs within 24 hours of the arrival of the ship. 
Sometimes steamship companies are not in a position of the com- 
with this re(]uirement in this prescribed jxTiod. The ship may 
be held up in the stream for want of berth or for discharge of 
ammunitions or other dangerous cargoes or for some other 
reasons. On such occasions, the steamship agents have to collect 
the manifest from the vessel in stream. Sometimes there are 
difficulties of getting launches immediately to reach the vessel 
and consequently the steamship companies find it difficult to 
lodge the Import General Manifest with the Customs within 24 
hours of the arrival of tlie ship. It is, therefore, suggested that 
the period for lodging the Import General Manifest should be 
reasonably extended when the steamship has to remain in stream 
under the above or similar circumstances. We would also sug- 
gest that the intervening holidays should be excluded for the 
purpose of computing the period allowed for the lodging of 
Import General Manifest. 

It has been pointed out to us that the Import General 
Manifest is not accepted by the Customs unless the same is 
accompanied by the Stores List prepared by the master of the 
ship and countersigned by the Customs boarding officer. The 
boarding officer sometimes delays boarding the vessel and the 
production of the Import General Manifest is, consequently, 
delayed and this entails delay in the completion of the Bills of 
Entry and taking delivery of the cargo. It is, therefore, sug- 
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gested that, vsince the Stores List has no direct relation to the 
Import General Manifest, the latter should be accepted by the 
Customs without insisting on the simultaneous production of 
the Stores List. 

(ii) We understand that formerly the Customs used to 
accept “ prior entries ” free of charge. Now, however, only the 
first “ prior entry is made fr<?e of charge, while Supplementary 
‘‘ prior entries ” are charged. We would urge restoration of 
the previous practice whereunder all “ prior entries " wore free 
of charge. 

(iv) Sometimes it is necessary to amend the particulars in 
the Manifest. It is, however, necessary to ensure that such 
amendments are passed on by the Customs to the Port Trust 
authorities expeditiously. It has been pointed out to us that 
such amendments are not passed on by the Customs authorities 
promptly. This naturally delays the commencement of the 
work of clearance of consignments. 

(vi) We are informed that the Customs very often ask the 
shipping companies to account for the cargoes as showm in the 
manifest after a long time which sometimes extends to 3 to 9 
years from the date of the arrival of the ship. It is obviously 
impossible for shipping companies to account for all the cargoes 
after a lapse of such a long time and they have unnecessarily 
to pay penalty in respect of cargoes not accounted for. It is, 
therefore, suggested that the Customs should not call upon the 
Steamship companies to account for the cargoes after a period 
of 3 years from the date of the arrival of the ship. 

Q. 7. Ship’s stores: 

What are your difficulties, if any, in regard to the Customs treat- 
ment of ship’s stores? 

When a vessel reverts to coastal trade from foreign trade, 
the Customs demand duty on ship's stores. It has been pointed 
out to us that the demand for payment of duty on ship’s stores 
is sometimes made after a very long time ranging from 3 to 7 
years from the reversion of the ship to coastal trade. Such 
inordinate delay makes it difficult for shipowners to verify and 
obtain ‘ set-off ’ in respect of Stores of Indian origin. We 
would, therefore, suggest that a reasonable time-limit should be 
fixed withiri which the Customs should demand duty on ships’ 
stores when the ship reverts to coastal trade from the foreign 
trade. 
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Section II 

IMPORT : CARGO— APPRAISEMENT— GENERAL 


Q. 9. Form of Bill of Entry j Import Application: 

(i) HaifC. yon any suggestions to make regarding 

(a) improoement of the form which has been prescribed for the 
** Bill of Entry for Home Consumption j Bond or the Import 
Application and 

(b) the number of copies of the form ivhich are required to be 
filed? 

(ii) What difficulties, if any, haxie you felt in furnishing the prescribed 
particulars in a Bill of Entry j Import Application? 

(i) In our opinion, the form of the Bill of Entry which is 
in force at present requires only slight modification. The form 
contains a column entitled “ description The heading of this 
column should be enlarged into description of goods ” as that 
would make it clear that what is asked for under that column 
is only the description of goods and nothing else. 

(ii) Difficulties are experienced in furnishing the particulars 
in the Bills of Entry. The small Bill of Entry contains 6 lines 
and bigger one 17 lines. As the particulars to be given in the 
Bills of Entry have to conform to the particulars appearing in 
the relevant invoices, whenever the items mentioned in the 
invoices run into a large number, practical difficulties are 
experienced in mentioning all of them in the space provided 
for that purpose in the Bills of Entry. It is, therefore, suggested 
that in such cases, the importers should be allowed to attach a 
copy of the relevant invoice to the Bill of Entry with a remark 
in the relevant column to that effect. 

Q. 10. ** Noting of Bill of Entry in Import Department: 

(i) Where a Bill of Entry is ** noted ” in the Import Department 
without any objections being raised by the ** noter what, in 
your experience, is the minimum j maximum time normally taken 
in ** noting **? 

(ii) If, in your xnexv, the time taken for noting ** in such cases is 
excessive, what do you think the time allowance should be, and 
what causes the delays which occur? 

(Hi) What is the nature of the objections normally raised at the 
** noting stage? Which of them is, in your view, unimportant 
or immaterial and why? 

(iv) Which prescribed frrocesses, if any (e.g. the entry of the Import 
T rode Control licence number in the Import General Manifest) 
are, in your opinion, superfluous at that stage? Why do you con- 
sider them unnecessary? 


890 


REPORT OF THE 


(i) The minimum time taken for noting the Bill of Entry, 
according to our information, is 4 hours while the maximum 
time taken sometimes extends to a day or two. 

(ii) There is a great scope for reducing the time taken by 
the noters in completing the noting of the Bills of Entry. The 
reduction in the time can be effected in the following manner: 

(a) the need for expedition and promptness in the disposal 
of Bills of Entry should be impressed on the staff con- 
cerned. The adequacy of the present strength of the 
staff in the context of the volume of work to be handled 
may be examined and, if necessary, measures may be 
taken to strengthen the same; 

(b) provision should be made for some standing emergency 
staff in addition to the regular staff which can be 
drafted for handling extra work that may arise on occa- 
sions; and 

(c) it has been pointed out to us that Bills of Entry are 
not accepted after 4-30 p.m. for noting purposes. If 
the practice of accepting Bills of Entry even after 
4-30 p.m. is started that would help the noting staff 
to attend to such Bills of Entry immediately on the 
commencement of the working hours on the next day, 
wlien in the earlier hours there is comparatively less 
work. 

(iii) Objections are raised at the noting stage even on the 
ground of slight variations between the description as appearing 
in the manifest and that in the Bills of Entry. For instance, 
the manifest describes the various items of laboratory chemicals 
under the general heading “ laboratory chemicals In the 
Bills of EntiT the various items falling under this gi'oup are 
mentioned. The same is the case with regard to the import 
of items coming under the heading “ toilet requisites The 
Customs staff object to the variation, even if such variation is 
without any significance, between the description as appearing 
in the manifest and in the Bills of Entry. 

It must be noted that this variation is bound to be there 
in view of the fact that the parties preparing the manifests and 
the Bills of Entry are different. The manifests are prepared by 
the Steamship Companies who are not expected to be thoroughly 
conversant with the trade requirements. At any rate, there is 
no point in penalising the importers for the lack of detailed 
description appearing in the manifests, as they have no control 


INDIAN merchants' CHAMBER 


391 


over the authorities who prepare the manifests. Instructions 
should, therefore, be issued to the noters to the effect that they 
should exercise their discretion and if the variation in the 
description as appearing in the manifests and the Bills of Entry 
is not material and is not such that the goods to be imported 
are likely to be quite different from those mentioned in the 
manifests, they should not hold up the noting of the Bills of 
Entry. 

<2* //. Appraising Department — Lay-out — Working hours: 

Hax>e you any steps to suggest regarding 

(i) the ijnprox>ement of the physical lay-out of the Appraising 
Department in the Custom Houses, 

(ii) the working hours of the Department, and 
{Hi) arrangements for working under the system of oxfertirne fees? 

In the Appraising Department there arc various Sections 
through which the importers or their agents have to pass with 
their documents. The physical lay-out of the Appraising 
Department should be such as would facilitate easy access to 
the importers or their agents from one section to another. 

Where Bills of Entry would, in the opinion of the Princi- 
pal Appraiser concerned, require longer time for scrutiny even 
after the examination of goods is over, arrangements should be 
made for completion of such Bills of Entry on payment of over- 
time fees. 

Q. 12. Interxjiexrs: 

Haxfc you anything to suggest regarding arrangements for inter- 
views zvith officers of the Appraising Department? 

It has been pointed out to us that sometimes Appraisers 
arc not available although they have given a particular time to 
a particular party. It may be that the Appraisers are not on 
the spot as they may be called by their higlier officers or have 
gone out for office work. On such occasions, when the party 
or his agent meets the Appraisers after his return the latter 
should make it a point to interview the party immediately or 
at any other time mutually agreed upon during the same day. 

<2* Distribution and movement of Bills of Entry /Import Applications, 
reports, etc.: 

{i) What defects, if any, have you noticed in the arrangements 

(a) for the distribution of the Bills of Entry /Import Applications 
among the Appraisers /assessing officers concerned, on receipt 
into the Appraising Department after ** noting , and 
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(b) for the movement of the Bills of Entry jlmport Applications, 
and the reports, etc. in relation thereto, from one section to 
another in the Department, and for the return of the Bill of 
Entry jlmport Application to the importer's agent? 

{ii) If you think it is possible to eliminate one or the other stages 
through which the Bill of Entry jlmport Application moves, or to 
postpone it till after the clearance of the goods, please make your 
suggestions in this regard. 

(i) The movement of Bills of Entry and other documents 
from one section to another in the Customs Department should 
be such as to ensure that there is no avoidable delay in such 
movement. 

(ii) Whenever any change is to be effected in the original 
Bill of Entry, the importer concerned is required to pay 
amendment fee. The fee is to be paid in the Cash Department 
and receipt thereof obtained. Until the payment receipt is pro- 
duced, further stages of the Customs formalities in connection 
with the Bill of Entry are held up. We feel that this delay 
can be avoided if the amendment fee which is of nominal value 
is collected at the time of payment of Customs duty, a remark 
to that effect being made on the Bill of Entry. 

Q. 14. Time taken for completion of Bills of Entry jlmport Applications 
in undisputed cases: 

(i) If no cjueries of any kind are raised by the Appraiser j assessing 
officer concerned in connection with the Bill of Entry j Import Applt- 
cation, what, within your experience, is the minimum j maximum 
time normally taken in 

(a) obtaining an order from the Appraiser j assessing officer for 
examination, if such order is given prior to assessment, 

(b) completion of the Bill of Entry jlmport Application by the 
Appraiser j assessing officer, if the second appraisement 

second check ”) system is employed, and 

(c) checking, registration and audit of import licences? 

(ii) If in your view the time taken for the processes (a) or (b) or (c) 
above in such cases, is excessive, xvhat do you think should be the 
time in each case, and what causes the delays which occur? 

(a) We understand that the minimum time taken for 
obtaining an order from the Appraiser / assessing officer for 
examination is 2 days and the maximum is 4 days. In the case 
of machinery items the maximum time taken extends even to 
a week. 

(b) The minimum time taken for completion of the Bills 
of Entry /Import Application by the Appraiser/ assessing officer, 
if the “ second appraisement system is employed, is 3 days, 
the maximum time required is 7 days. In certain cases the 
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Bills of Entry are understood to be delayed for an indefinite 
period. 

(c) The minimum time taken for checking, registration and 
audit of import licences is 2 days. Whenever an importer holds 
more licences the time taken for this purpose is 3 to 4 days. 

(ii) There is need and scope for reducing the time taken 
for verification and checking of the different documents as 
mentioned above and steps should be taken in that direction. 

Q. 15. ** Second Appraisement ** system: 

Jf you javour a freer use of the second appraisement system, 
xvhat are your suggestions in this regard? 

According to our information, the percentage of Bills of 
Entry which are passed on the basis of Second Appraisement " 
system is not substantially large in the Bombay Port. We feel 
that this system can be applied on an increasing scale, which, 
it is pointed out, will facilitate quick clearance of goods from 
the docks and minimise delays. 

Q. 16, Bills of Entry I Import Applications requiring attention of more 
than one Appraiser j assessing officer: 

Delays are reported to occur because a Bill of Entry j Import Appli- 
cation sometimes requires the attention of more than one Appraiser/ 
assessing officer. Have you any alternative method to suggest, consist- 
ent with the need for satisfactory appraisement which would minimise 
these delays? 

A Bill of Entry is dealt with by the appraiser who is 
concerned with the commodity, which constitutes a component 
of the imported consignment, carr)dng the highest rate of 
import duty. The appraiser, however, is authorized to deal 
with all the items in the Bill of Entry so long as each of the 
items does not exceed Rs. 1,000 in value. If an item is valued 
at more than this limit, the Bill of Entry has to be sent to 
another appraiser concerned. Under the present circumstances, 
due to import trade control regulations, there are a number of 
items which have to be imported in small values and the occa- 
sions for the passing of one Bill of Entry being done by more 
than one appraiser are many. It is, therefore, suggested that 
the limit of Rs. 1,000 as above should be raised to Rs. 2,500 so 
that the delay caused by the movement of the Bill of Entry from 
one appraiser to another is reduced to that extent. 
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Q. 17. Transfers and leave of Appraisers j assessing officers— Arrangement 
for substitutes: 

What difficulties, if any, have you experienced in connection xvith 

Appraisers I assessing officers concerned being transferred, or proceeding 

on leave before completion of Bills of Entry j Import Applications with 

xvhich they have been dealing? 

Whenever there are Bills of Entry which are left incomplete 
with the appraiser when he is transferred or goes on leave, the 
other appraiser who comes in his place has necessarily to start 
afresh and the time taken by the eailier appraiser is wasted. 
It is, therefore, suggested that whenever it is decided to trans- 
fer an appraiser or sanction his leave, it should be seen to it 
that, as far as possible, the Bills of Entry with him are 
completed. Moreover, when a substitute is brought in the place 
of an appraiser who is transferred or goes on leave, it is neces- 
sary to see that the fonner is thoroughly conversant with the 
nature of work involved in the case of the particular item. 

Q. IS, Priorities for Bills of Entry j Import Applications: 

(i) Have you anything to suggest regarding the order of priority in 
which the A ppra'iser j assessing officer concerned handles Bills of 
Entry j Import Applications* at various stages, e,g. (a) before 
examination, (b) after examination, and (r;) after registration and 
audit of licences? 

(ii) Do you think any priorities should be accorded to Bills of Entry f 
Import AppUcations on the basis of (a) the size, (b) the urgency, 
etc. of consignments, and if so, how would you fix them? 

In our opinion, it is necessary to give higher priority in 
the completion of customs formalities in the case of consign- 
ments containing perishable goods. Similar facility should also 
be extended to consignments containing medicinal goods and 
seasonal goods. 

19. Appraisement -Documents : 

(i) Since scrutiny of certain stereotyped papers and documents (e.g. 
descriptive literature in respect of machinery, bank drafts, licence 
applications, etc.) is frecjuently necessary for proper verification 
in the Appraising Department of the declarations made in the 
Bill of Entry j Import Application, do you think it is possible to 
anticipate the demand for such papers and documents, and reduce 
thereby the delay in their production, by presenting them with 
the Bill of Entry! Import Application xvhen it is first lodged in 
the Appraising Department? If so, please suggest hoxu this can 
be done. 

(ii) Have you any steps to suggest to improve the Customs procedure 
for calling for documents j information at the time of presentation 
of the Bill of Entry jlrnport Application in the Appraising 
Department? 
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As far as the documents which have direct relevance to the 
proper verification of the Bills of Entry in question are con- 
cerned and which are normally required for such verification, 
the importers generally anticipate the demand for such docu- 
ments. It is, however, not possible for them to anticipate the 
demand for other documents which may not be quite relevant 
to this purpose or which may not have been required on earlier 
occasions. Importers are understood to be greatly inconveni- 
enced and harassed as a result of the appraisers demanding 
documents which cannot be easily and quickly produced. In 
case some additional documents and information over and above 
those produced by the importers are required, the importers 
should be duly informed of all the requirements at one and the 
same time. 

(K 20. Staffing of the Appraising Department: 

Do yon think the Appraising Department is inadequately staffed, 
or that its organization is defective in efficiency or other respects? 
Please give reasons for, or examples to illustrate, your answer, and 
your suggestions to remedy the deficiencies. 

We arc not in a position to say exactly whether the staff 
employed in the Appraising Department at present is adequate 
or not. We, however, concede the need to examine the ques- 
tion of the adequacy or otherwise of such staff in the light of 
recurring and frequent complaints about delays in the Apprais- 
ing Department. 

Q. 21. Have you any other observations to make on the subject centered 
by this Section of the Chiestionnaire? 

We would suggest the advisability of appointing a panel 
of experts having specialised and technical knowledge in 
different items and groups of items who can be consulted both 
by the appraisers and the importers whenever there are occasions 
of disputes on points of a technical character so that such dis- 
putes can be resolved on the spot. 

Section III 

IMPORT/EXPORT : APPRAISEMENT— TARIFF 
CLASSIFICATION 

<2* 22. Tariff structure: 

Have you any representations to make regarding the difficulties, 
if any, caused by the existing structure of the Indian Customs Tariff 
{e.g. by overlapping definitions) in classifying goods for assessment to 
(i) import duty, and 
(ii) export duty? 
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As regards import tariff, difficulties in determining the. 
classifications of goods for assessment purposes arise from the 
following three factors: 

(i) The wording of some of the tariff items are not as 
simple and specific as required with the result that they 
lend themselves to varying interpretations, occasioning 
disputes between the importers on the one hand and 
the Customs autfiorities on the other. 

(ii) Some of the footnotes which appear in the tariff sche- 
dules also suffer from lack of clarity leading to disputes 
between the importers and the Customs authorities. 

(iii) There are difficulties caused by some of the articles 
capable of being classified under more than one item. 
For instance, items like electrical appliances, iron and 
steel manufactures, items of provisions and medicines 
as also certain chemicals are classifiable under more 
than one item. The same is the case with some of the 
items of machinery and components. 

In view of the above difficulties, it is reasonable to suggest 
that an early opportunity should be taken to reclassify the 
Tariff Schedule in a manner which would remove the present 
ambiguities and lack of clarity in respect of some of the items. 
The trade interests concerned should be given sufficient oppor- 
tunity to express their views and suggestions in the matter. 


Q. 23. Departmental procedure: 

Have you any comments to make on the procedure adopted by 
Appraisers to determine tariff classifications of goods? 

There does not appear to be any set procedure laid down 
by the Customs Department for classification of goods by 
appraisers. The procedure is left more or less to the discretion 
of the appraisers and some of them are found to be classifying 
some of the goods under items which carry the highest rate of 
customs duty, without regard for the normal trade usage and 
practice or their end-uses. We would suggest that the normal 
trade usages and end-uses of the goods should be borne in mind 
while determining classifications of imported articles. 

Q. 24. Inconsistencies in tariff classifications: 

Have you any suggestions to make to eliminate inconsistencies and 
lack of uniformity in tariff classifications either at the same port j land 
Customs station or between different ports /land Customs stations? 

Complaints are occasionally received about lack of unifor- 
mity in tariff classification and the rate of customs duty charged 
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at the various ports, the Customs authorities at these ports 
holding different views regarding classification of the items 
concerned. Instances were brought to our notice in the past 
where an item imported by an importing house in one Port 
was assessed to customs duty under one classification whereas 
the same item imported by the same importing house in another 
port was classihed under different item of the customs tariff 
schedule and assessed to duty at a different rate. Lack of uni- 
formity as between the various ports in regard to the classifi- 
cation and assessment of duty as between the customs authori- 
ties in various ports naturally results in discrimination between 
importers at one port and those at the other. Steps should be 
taken to bring about uniformity in the customs procedure at 
the various ports in this regard. Towards that end, we would 
suggest that some machinery to bring about co-ordination be- 
tween the various ports in the matter of Customs procedure 
should be set up. 

Whenever tariff classification of any item is changed, the 
same should be duly brought to the notice of the importers at 
the different port-centres by issuing a Public Notice. All con- 
signments which are imported under firm commitments entered 
into prior to the date of such Public Notice should be allowed 
clearance at the rates of customs duty existing before the issue 
of the notice. 

<2* 25. Changes in established tariff classifications : 

What hardship, if any, haye you experienced from changes made 
by assessing officers in well-established and long-accepted tariff classi- 
fications^ 

Whenever an assessing officer happens to question the classi- 
fication of any particular item which has been in vogue for a 
number of years, he should not enforce his decision without 
getting his viewpoint confirmed by the higher authorities. In 
case his point is upheld by the higher authorities, sufficient 
notice should be given to the trade before enforcing the decision 
and changing the classification of the article concerned. The 
consignments imported already or for whidi orders were placed 
prior to the change in clarification, should be allowed clearance 
on the basis of the classification obtaining previously. 

<2. 26. Notice of changes: 

’Have you experienced any difficulties from a lack or inadequacy 
of the notice given to the public^ of intended changes in tariff classic 
fications? What do you consider should be the minimum notice in such 
cases? 
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Considerable difficulties are being experienced by the trade 
as a result of lack of or inadequacy of notice regarding changes 
in customs procedure. Difficulties are all the greater when 
these changes arc sought to be given retrospective effect. We 
would, in this connection, refer to the decision which was taken 
by the Bombay Customs authorities sometime back in regard 
to acceptance of locally prepared invoices. A notice was issued 
by the Bombay Custom House on the 17th December 1956 
stating that the existing procedure of certification and accept- 
ance of locally prepared invoices would be confined to goods 
under O.G.L. Certification of invoices, other than those for 
goods under O.G.L. were, in terms of the notice, to be discon- 
tinued in respect of goods shipped on or after the 6th November 
1956. The procedure which was in vogue for several years past 
in regard to the certification and acceptance of locally prepared 
invoices was thus abruptly changed and it was decided to enforce 
this change with retrospective effect. Such abrupt changes, 
particularly when they are given retrospective effect, cause avoid- 
able hardship to the trade. We would, therefore, suggest that 
whenever any change is made in the procedure which has been 
in force for a long time, not only that no retrospective effect 
should be given to the change but sufficient notice about it 
should be given to the trade. 

Q. 27. Importers liability for tariff classification: 

Have yon any comments to make on the practice stated to be 
existing in certain Custom Hotise,f requiring importers not merely to 
describe goods on the Bills of Entry/ Import Applications as in the 
invoice, but also to declare, and accept liability for, the taiiff classifica- 
tion under which the article would fallf 

Section 29 of the Sea Customs Act, 1878, provides that on 
the importation into or exportation from any customs port of 
any go^s, the owner of such goods shall state the real value, 
quantity and descTiption of the goods in his Bill of Entry or 
Shipping Bill, as the case may be. In our opinion, the impor- 
ters may be asked to state the tariff classification of the articles 
intended to be imported by them in the Bills of Entry. The 
same should not, however, be treated as in the nature of a decla- 
ration. In case any discrepancy through oversight is noticed 
therein, it should not be penalised. The idea is that importers 
should assist the Customs Authorities in determining the classi- 
fication of articles and the rates of customs duty leviable there- 
on. 
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Q. 28. Assessment of mixed goods: 

(i) What difficulties, if any, have you had with the implementation of 
the proxnsions requiring that mixed goods, that is to say, goods 
made up of different articles, should he assessed at the hightest of 
the rates applicable to the individual articles? 

(ii) Please state your objections, if any, to the legal provisions them- 
selves in this respect. 

Considerable difficulties are experienced by the trade in 
regard to the assessment of mixed goods. It has been pointed 
out in this connection that a good deal of discretion rests with 
the appraisers who are inclined to assess the entire consignments 
on the basis of the highest rate of duty applicable to a part of 
the consignment, irrespective of the fact that that part happens 
to be an insignificant part of the whole consignment. It is 
reasonable to suggest that the highest rate of duty may be 
charged only when the value or the proportion of the part 
chargeable to the highest rate of duty is sufficiently high. In 
cases where the value of the part or the ingredient is compara- 
tively smaller or negligible, the different parts or the ingredient 
should be charged to duty on the basis of the rates applicable 
to them under the tariff schedule. Suitable departmental in- 
structions should be issued in this regard or, if necessary. 
Section 21 of the Act may be suitably modified. 


Section IV 


IMPORT: CARGO— VALUATION FOR ASSESSMENT TO 
IMPORT DUTY 


Q. n. Suggestions for alternative definition 


of real value 


If you have any improved definitions to suggest, please state them 
with your reasons in support of your suggestion. 


It has been pointed out to us that the prices mentioned in 
the list of prices of the importers which really shows prices 
chargeable to the consumers as such are considered by the Cus- 
toms authorities as equivalent to the wholesale prices for the 
purpose of Section 30(a) of the Sea Customs Act. This does 
not appear to be the intention underlying the provision of this 
section. We would point out that it is necessary to .see that 
post-importation charges other than import duty are not taken 
into account while computing the wholesale prices for the pur- 
poses of Section 30(a). If necessary, the Enquiry Committee 
may consider the feasibility of modifying the provisions of this 
section, so as to make it clear that wholesale prices should not 
include post importation charges other than import duty. 
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Q. 32. ‘'Market values ''—Principle of adoption for valuation: 

Have you any criticism to make regarding the principle of adoption 
of “ market value " as a basis of valuation? 

We have no special comments to make except to state that, 
since, at present, owing to restrictive import policy, a large 
variety of goods are imported only in limited quantities, there 
is hardly anything in the nature of regular wholesale markets 
in respect of a good number of imported goods. The scope, 
therefore, for assessment of these goods to Customs duty on the 
basis of market value is greatly reduced. In the result goods 
are assessed to Customs duty on the basis of real value. 

42* 34. Determination of market value: 

What arc your oh feet ions, if any, to the methods adopted for deter- 
mination of market values, and of trade discounts for deduction from 
market values? 

The basis of market value for purposes of Customs Duty 
should be adopted only when there are sufficiently large 
imports of the commodity in question at the particular port. 
It is not proper to adopt this basis in the case of a commodity 
when its imports are very small or negligible. For instance, 
we understand that this basis is adopted by the Customs Autho- 
rities at Calcutta in respect of art silk yarn, although the imports 
of this commodity into the Calcutta Port are relatively very 
small, and there is nothing like a ruling market for the item 
in that trade centre. Moreover, whenever imports are small, 
the prices quoted are naturally at a comparatively higher level 
and if such prices are adopted as the basis for assessment of 
customs duty, it results in higher amount of duty being paid 
on the article in question. 

Q. 33. Assessment on market value at certain ports /land Customs stations 
and not at others : 

What are the difficulties, if any (e.g. diversion of trade) experienced 
from the assessment of certain articles on market value at one port /land 
Customs station but not at another? 

In our opinion, so long as the particular basis of assessment 
is fixed having regard to all the relevant factors, there is no 
likelihood of diversion of trade from one port to another even 
though the bases adopted at the two Ports are different. 

<2- 36. Assessment on “invoice value" — Trade discounts and commission: 

Have you any suggestions to make regarding the recognition of 
various kinds of trade discount and commission as admissible items for 
deduction in the determination of “ invoice value " for assessment to 
import duty? 
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We are of the opinion that trade discount and commission 
allowed according to normal trade practice should be allowed as 
admissible deductions for the purpose of determining the in- 
voice value for assessment to import duty under Section 30(h). 

<2* Sole agency commission: 

Have you any criticism to make of the principle, stated to be fob 
loxved in certain Custom Houses, that a sole agent must be responsible 
for the direct importation of at least 90 per cent of the agency goods 
arriving in the countiy, before he can be given the benefit of a deduction 
from “ invoice value ” on account of sole agency commission? 

Bona fide sole agency commission may be allowed as an 
admissible item for deduction from invoice value without any 
condition as to the percentage share in the importation of the 
item concerned. 


<2- Assessment on " invoice value '' — Special relationship between 
foreign supplier and. importer: 

With due regard to the need for a basis of Customs valuation which 
will not confer an unfair adxmntage on an importer over his competitor 
in respect of identical goods, or reduce the valuation to a figure which 
does not represent the true commercial value of the goods at the time 
of imbortation, have you any criticism to make of the manner in which 
real value " is determined by Customs in cases where the relationship 
between the foreign manufacturer j supplier and the importer is one of 
(/) Principal to Principal, 

(ii) Principal to Subsidiary, 

(Hi) Principal to Sole Agent? 

Where the relationship between the foreign manufacturer/ 
supplier and the importer is one of Principal to Principal, there 
should ordinarily be no difficulty in accepting the Invoice prices 
for the purpose of assessment to duty as such prices are likely 
to represent the correct state of affairs. Where the relationship 
between the foreign manufacturer/supplier and the importer is 
one of Principal to Subsidiary or Principal to Sole Agent, here 
also the invoice prices should ordinarily be accepted. In doubt- 
ful cases, however, necessary documentary evidence may be 
Rsked from the importer for verifying the correctness of the 
invoice prices. 


Q. 42. Disputes regarding valuation in bona fide cases: 

Where there is a dispute between the Customs and the Imborterl 
Exporter about the declared value of the goods, and the bona fidcs of 
the Importer ! Exporter have not been called into question, Section 32 
Of the S.C.A. provides for the Customs taking over the goods on payment 
of the declared value. If you are not satisfied with this provision or 
with the departmental procedure relating thereto, please state your 
reasons. ^ ^ 

26 
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We have no observations to offer on the provisions of Sec- 
tion 32. We would, however, point out that difficulties are 
caused in actual implementation of the provision. We are 
informed that invariably inordinately long time is taken by the 
Customs Authorities to come to a decision in the matter. This 
aspect should be looked into and the need for expediting deci- 
sion in keeping with the spirit of the section should be impress- 
ed on the Customs Authorities. 

Section V 

IMPORT: REGISTRATION AND AUDIT OF IMPORT 
TRADE CONTROL LICENCES 

Q. 44. Verification of import licences: 

What are your difficulties, if any, in processing your Import Trade 

Control licence through 

(i) the Appraiser, 

(ii) the Registration Section, and 

(Hi) the Audit Section? 

We understand that difficulties are mainly experienced by 
the importers when import licences undergo processing in the 
Registration Section and the Audit Section. The difficulties 
are experienced by the dealers during the processing of the 
licences in these sections. 

Q. 45. Treatment of minor xmriatioris from licence particulars: 

(i) If you are not satisfied with the treatment accorded by Customs to 
minor variations between the description /value / period of shipment 
as ascertained on importation and as shown in the Import Trade 
Control licence, please say why. 

(ii) What delays or difficulties have you experienced from the Customs 
treatment of minor variations in value /date of shipment as ascer- 
tained on importation and as shown in the Import Trade Control 
licence? 

The description of goods as shown on the import licences 
is in general terms. Some of the items falling within the scope 
of the licences may be classified under different items of the 
Customs Schedule and consequently under different Serial Nos. 
of the Import Trade Control Schedule. In such cases, the Cus- 
toms Authorities are reported to be taking a very strict view 
and disallowing clearance unless and until the importers con- 
cerned produce fresh licences to cover the items in dispute. 
While we are of the opinion that the licences issued by the 
Import Trade Control Authorities should, as far as possible. 
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contain -detailed description of the articles in question with a 
view to minimising the occasions for disputes between the cus- 
toms and the importers, the point we would like to stress is that 
importers concerned should not be unnecessarily penalised 
merely on technical grounds, so long as the Customs Authorities 
are satisfied about their bona fides and there is no attempt on 
their part to get over the ITC Regulations. 

Minor variations and descriptions even in the case of 
machinery items are not allowed by the Customs Authorities. 
In the case of an item of machinery manufactured by different 
manufacturers, even if there is a slight variation in designs but 
the machines are meant for the same use, really speaking, such 
variation in designs should not be objected to. 


^ Customs and Import Trade Control classi- 

It ts stated that conflicts frequently arise between the Customs classi- 
ficatron as determined by the appraiser, and the description as shown 
nJu" (‘^ntrol licence. In order to minimise these con- 

“PP'y for, and 

(i) separately and specifically for each indent you intend placing abroad. 


(») for a number of individual descriptions of articles rather than for 

may'f!im^‘''‘'''^“ ola.s.sif, cation under which all such articles 

\Examplc of {ti).~If you desire to import various hinds of " toilet 
requmtes , say, plastic and .siher soap boxes, tooth-brushes, tooth- 
paste, .soap, shaving cream, and lipstick, would it be a Practical bro- 
Po^'t'on to make out the application for the licence, and the licence 
Itself, quoting each of these .specific descriptions, instead of only the 
general description, namely, “ toilet requisites "T This examble' mav 
Zis fn mSf " illustrates the approach that the Commit Je 


In our view, it would not be advisable to issue import 
licences separately for each of the items falling under general 
trade classification. As we have suggested in our reply to an 
earlier question, the Import Control Authorities should, as far 
as possible, mention in the licences the particular items which 
^e intendt^ to be imported under the general description. 
This will obviate the necessity for issue of separate licences for 
each of the items under the general description. Grant of 
separate licences for different items will add to the administra- 
tive work and cause undue delays. 
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Q. 41. Transfer of verification of licences to Import Trade Control autho- 
rities: 

Are you in favour of the suggestion that the tivo processess of 
(i) assessment, 

{ii) checking of Import Trade Control licences, 

should he separated, the former being exclusively assigned to the 
Appraising Department , and the latter exclusively to the local Import 
Trade Control authorities? If so. please state your reasons, and having 
regard to the fact that verification of description must, in most cases, 
necessarily be based on Customs scrutiny, please say ivhether you feel 
sure of a substantial saving of time and trouble resulting from the 
adoption of this separation. 

Transfer of the work of checking and examination of 
import licences from the Customs to the Import Trade Control 
Department would only mean further delay in view of the fact 
that the licences will also undergo scTutiny at the hands of the 
Customs Authorities wiio are entrusted with the administration 
of the Import Trade Control. Whenever reference to the 
Import Trade Control Department is found necessary in cases 
of doubt about the exact Import Trade Control classification of 
the articles in question, the same should be done expeditiously 
and the exact I FC position of the articles ascertained from the 
Import Trade Control Authorities without any delay. 

(), 4S. Debit of value to import licences: 

Have you any criticism to make of the practice stated to be existing 
in certain Custom Houses, of debiting the " market value or tariff 
value " or " deduced rvalue instead of the “ invoice value ", to the 
amount shown on Import Trade Control licences? 

Import Licences should, in our opinion, be debited gene- 
rally on the basis of invoice values and not on the basis of 
market value ”, tariff value ” or ” deduced value If any 
other basis is adopted, the tendency on the part of the Customs 
Officials is to fix higher values for the purpose of debiting and 
this causes a good deal of hardship to the importers, as they 
sustain a quantitative loss, inasmuch as they are not in a posi- 
tion to import the same quantity as they can, if the invoice 
values were accepted for the purpose of debiting of import 
licences. Moreover, importers do not know upto the last 
moment as to what values would be recognised for the purpose 
of endorsement on licences. We would, therefore, suggest that 
import licences should be debited on the basis of the invoice 
values and, if in any particular case, the Customs Authorities 
have doubt about the correctness of the invoice values, they 
should call for the production of the necessary documents for 
verification of the values indicated in the invoices. Further, 
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we would suggest that in cases where the actual imports slightly 
exceed the values of the licences due to bona fide reasons, the 
Customs Authorities should, after satisfying themselves about 
the bond fides of the cases, allow such excess values and not 
impose penalty on the imp<3rters. We would also suggest that 
in debiting import licences, the trade discount allowed by 
foreign manufacturers to the imjx>rters according to normal 
trade practice should be allowed to be deducted. 

Q. 49. Any other suggestions: 

Have you any other procedure to suirgest by which difficultie.s arising 
out of Ctutcmu scrutiny of goods in respect of Import Trade Control 
licences could he expeditiously resolved? 

It has been pointed out to us, in this connection, that in 
cases where freight and insurance charges are not available at 
the time of assessment, the Customs add a notional amount of 
about 20 per cent on account of these charges while debiting 
import licences. This amount is very much on the high side 
and we would suggest that the notional amount should have a 
definite co-relation to the actual rates of freight and insurance. 


Section VI 


IMPORT/EXPORT: ANALYTICAL TESTS 


Q. }0. Adequacy of arrangements for analytical tests: 


If the existing arrangements made by the Customs Authorities for 
chemical physical and other analytical tests are inadequate in your 
opinion, please state why you think so. ^ 


The existing arrangements with the Customs in regard to 
chemical, physical and analytical tests are found to be inade- 
quate as the volume of work to be handled has increased be- 
cau^ of unduly frequent tests demanded by the Customs 
Authonties. The composition of foreign trade has also under- 
gone considerable change thereby widening the scope and 
nature of the chemical, physical and other analytical tests. 

The arrangements for the purposes of the above tests are 
also inadequate in so far as they do not provide tests of some 
of the articles and the test reports in the case of such articles have 
to be obtained from some other agencies and this causes delay. 


Q. 51. Nature and frequency of tests: 

Do you consider the tests now being carried out. unnecessarv or 
too frequent, or too elaborate, in certafn cases? If soTwhy? 
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The frequency of the tests has increased very much. In 
certain cases, the tests are insisted upon even in cases of items 
which have been imported or exported regularly by the same 
party and subjected to test. We would suggest that when an 
article is imported or exported by an importer or exporter 
regularly, his imports or exports should be subjected to analyti- 
cal test only occasionally and the results of the test should be 
deemed valid for a reasonable period. 

Q. 52. System of registration of tests: 

Hat’c yon any improxfcments to suggest in the system of registration 
of these tests in the department concerned in the Custom House, for 
facility of reference and application of the test results to subsequent 
consignments of the same articles? 

The present system of registration of test reports is not 
proper. This system does not facilitate easy reference to the 
previous test reports. We would suggest the adoption of the 
system of Card Index which would facilitate easy and quick 
reference to the test reports whenever necessary. 

(}. 53. Handling of test reports: 

If there are any delays or defects in the handling of test reports in 
the department concerned, please make your suggestions for remedying 
them. 

Frequent complaints are made about the delay in receipt 
by the parties concerned of the test reports. This delay, it 
appears, is among other things, caused by the unduly long time 
taken in their passing from one stage to another. 

Q. 54. Defects or inconsistencies in tests: 

Have you any representations to make regarding frequent defects 
or inconsistencies in analytical tests? 

Modern up-to-date testing equipment and material should 
be provided in the Analytical Laboratory of the Customs and 
the Laboratory should be adequately staffed with qualified 
persons having thorough practical training. 

Q- 35. Delays in tests: 

(i) If serious delays occur in the carrymg out of analytical tests, what 

has been the effect of such delays on your import j export business? 

(it) Have you any measures to suggest to reduce these delays effectively? 

Undue delay in test reports adversely affects both the im- 
port and the export trade. P^ticularly on the export side, 
when a consignment which is ready for export is held up for 
want of receipt of its test report from the Customs, the exporter 
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concerned may not be able to ship the goods by a particular 
steamer with the result that the importer at the other end is 
not in a position to receive the goods according to the time- 
schedule. On occasions, this may result in cancellation of the 
orders in question and the exporter concerned may not be able 
to secure fresh orders from the foreign importer. In regard 
to imports also, whenever goods are held up in the Docks till 
receipt of test reports for a considerable time, the trade is 
adversely affected. This causes a good deal of hardship and 
inconvenience when the imported material is required for 
manufacturing activity. Difficulties are also caused when the 
imported item consists of seasonal goods, as they are not readily 
available to meet the seasonal demand. As a result of undue 
delays in submission of test reports, the importers and expor- 
ters may also be involved in financial losses by reason of 
pilferage, damage or deterioration of the goods. 

Q. 57. Test certificates of recognised agencies: 

\yhat are your xneres regarding acceptance by Customs, of test 
cei tificates issued by cjualified or registered international or private 
analysts? ^ 

We are of the view that the Customs should accept test 
reports issued by recognised International analytical agencies. 

Q. 5S. Appellate testing authority: 

Have you any representations to make regarding the provision which 
has been made by the Customs Department for an appellate authority 
for re-testing samples in cases of disputes between the importer ! exporter 
and the department? ‘ ^ 

The Appellate Testing Authorities should, as far as pos- 
sible, be located in the Port Centres concerned. The parties 
concerned should be allowed to submit their own views before 
such Appellate Testing Authorities. 


Section VII 

IMPORT/EXPORT: DETENTION OF GOODS— PROVI- 
SIONAL assessment— GUARANTEE BONDS 


<2- 60, Causes of detention : 

j'f the different grounds on which, within your experience, 
goods are detained by Customs? ’ 


The various causes of detention of goods by the Customs 
are, according to our information, as follows:, 
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(i) Default or error on the part of the consignors/con- 
signees. 

(ii) Delay on account of import /export licences having to 
be verified or corrected or revalidated. 

(iii) Delay on the part of the Customs Authorities in com- 
ing to a decision whether a consignment imported 
under OGL can really by imported without a licence. 

(iv) Classification of imported goods for ordinary Customs 
Appraisement not involving any analytical or technical 
test. 

(v) Chemical, technical and other analytical tests. 

(vi) Checking up of the observance of the normal import/ 
export trade control formalities. 


61. Avoidable detentions: 

In which particular cases do you consider detentions are avoidable, 
and lohy? 

In cases of disputes about classifications between the im- 
porters and the Customs, detention can be avoided by the goods 
being released on personal guarantee being given by the im- 
jx>rters to fulfil the necessary requirements following the full 
scrutiny of the case. 

Q. 62. Unavoidable detentions: 

Where detention is considered unavoidable by Customs, 

(i) can you suggest an appropriate procedure by which (a) the scale, 
(b) the period of detention, can be minimised without risk to 
rexjenue, or to the effective administration of the various controls, 
as the case may be? 

(ii) Would it be corwenient if the goods were detained in a bonded 
warehouse (instead of in the docks /railway station j Custom House) 
without prejudice to penal or other necessary proceedings, and if so, 
what should, in your viexv, be the legal and departmental procedure 
adopted in this respect? 

(i) In the case of unavoidable detentions, the Customs 
Authorities should try to come to a decision on the point raised 
by them and for which the goods are detained, as expeditiously 
as possible, since the amount of demurrage which the importer/ 
exporter is required to pay goes on increasing with every day 
that passes. It is true that in some of the detention cases, the 
importer/ exporter concerned is entitled to receive refund 
wholly or partly of the demurrage charges. But even then that 
means locking up of a substantial amount for a considerable 
period and also additional avoidable work to the importer/ 
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exporter occasioned by the claims required to be submitted for 
the refund. 

(ii) It would be convenient if the goods are detained in a 
bonded warehouse instead of in the docks or railway station or 
in the Custom House, as the importers /exporters will have to 
pay only the rental for the warehouse and will be saved a good 
amount that will otherwise be payable by them by way of 
demurrage. The goods will also be protected from pilferage, 
damage or deterioration. Such warehousing should be on a 
different legal basis from the one on which warehousing in bond 
is provided for under the Act at present. The rental for ware- 
houses for such purposes should be charged at lower rates than 
normal. 

Q. 63. Steps to he taken by importer j exporter : 

^yhat particular steps should, in your view, reasonably he taken by 

the importer j exporter (in addition to those taken at present) to avoid 

detention of goods, as far as possible? 

To avoid detention of goods, the importers and the ex- 
porters should make it a point to adhere to the observance of 
the Trade Control Regulations and they should see to it that 
there is no breach of such regulations. Secondly, they should 
also keep ready all the relevant documents which are generally 
required by the Customs Authorities. Any additional docu- 
mentry evidence that may be required in special circumstances 
should also be furnished by them as early as possible. 

Q. 64. Release on payment of provisional duty: 

(i) Have you any suggestions to make to improve the existing pro- 
cedure of release of goods on payment of a provisional duly in cases 
in which final completion of Bills of Entry is not found possible? 

(ii) Have you anything to represent about the procedure relating to, or 
the speed of finalisation of, provisional assessments? 

It has been pointed out to us that in cases where goods are 
to be released on the basis of provisional assessment, such pro- 
visional assessment takes unduly long time. As the idea under- 
lying release of goods on the basis of provisional assessment is 
to facilitate speedy clearance of consignments, it is but reason- 
able to suggest that the Customs Officials should act promptly 
in finalising provisional assessments. 

Q. 65. Release on execution of bonds: 

(i) Where the guarantee bond procedure is employed for provisional 
clearance or shipment of goods (e.g. pending the results of analyti- 
cal tests, production of licences, etc.), what difficulties, if any, have 
you experienced in obtaining from the banks the guarantees 
demanded by the Customs for such bonds? 
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(/*) What are the difficulties, if any, felt in the actual execution and 
presentation of these guarantee bonds at the Custom House? 

(Hi) If these difficulties are of a serious nature, can you suggest an alter^ 
7mtwe procedure luhich would cause less hardship, and at the same 
time effectively safeguard the revenue, or the administration of the 
various controls, as the case may be? 

(w) What have you to say about action taken for the discharge of bonds 
when the obligations undertaken thereunder have been fulfilled? 

When the guarantees from the banks which the importers 
and the exporters have to furnish to the Customs are for long 
periods, they experience genuine difficulty in getting bank 
guarantees. The banks are reluctant to give guarantees for un- 
limited or unduly long periods. Secondly, when the period of 
the guarantee is long, the amounts which the importers and the 
exporters have to deposit with the banks concerned also get 
locked up and they arc unable to use them for business purposes. 
This difficulty is more keenly felt during conditions of tight 
money markets. We would also suggest that steps should be 
taken for release of the bond immediately after the importer/ 
€xp<3rter has discharged his obligations thereunder. This is all 
the more necessary in cases where the importer /exporter has 
furnished more than one bond during a particular time cover- 
ing imports/ exports of more than one consignment. 

Q. 66. Certificates of detention — Demurrage: 

Have you any suggestions to make regardmg 

(i) the granting by Customs, of certificates of detention for remission 
of Port Trust j Railway demurrage, 

(ii) the restrictions imposed by the Port Trust Railway on the admissT 
bility of such certificates? 

The Customs Authorities, at present, grant Detention Certi- 
ficates in the following cases: 

(i) Detention on account of chemical, technical or analyti- 
cal tests. 

(ii) Detention on account of ascertainment of the fact 
whether the importer /exporter has committed a breach 
of the Import/ Export Control Regulations and the Cus- 
toms ultimately come to the conclusion that there was 
no such breach on the part of the importer / exporter. 

The following types of cases are not included in the scope 
of the Scheme of grant of Detention Certificates: 

(i) Delay in respect of goods imported under OGL where 
the Customs detain the goods for want of an import 
licence but eventually release them without the produc- 
tion of a licence. 
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(ii) Detention for classification of materials for ordinary 
Customs Appraisement not involving any analytical or 
technical test. 

The raison-d'etre of the Scheme of issue of Detention Certi- 
ficates is that an importer should not in fairness be made liable 
to pay demurrage charges for the delay in the clearance of his 
goods from the docks occasioned by factors beyond his control. 
Having regard to this, it does not appear to be either fair or 
logical to exclude the types of cases referred to above from the 
scope of the Scheme of Detention Certificates for purposes of 
claiming or refund of demurrage charges to be paid to the Port 
Trust. It is true that in the cases of detention occasioned by 
tlie Customs formalities other than for ITC formalities, provi- 
sion is made for issue of a letter by the Customs to the Docks 
Manager of the Port Trust indicating the reasons for the delay 
in clearance of the consignments, leaving the importer concerned 
to take up matter thereafter with the Port Trust Authorities. 
While it is appreciated that the Customs Authorities do recog- 
nise the need for grant of refund or remission of demurrage 
charges to the importers in such cases, it should be pointed out 
that the letters issued by the Customs to the Port Trust Autho- 
rities do not have the same force as the Detention Certificates 
issued by them. We w^ould, therefore, suggest that the Scheme 
of Detention Certificates should cover all cases of detention 
which are occasioned by factors for which the Customs are 
responsible and which are beyond the control of the importers. 

As the occasions for issue of Detention Certificates have been 
increasing and as it has become, more or less, a regular feature 
of the Customs administration, we would suggest the advisabi- 
lity of making a suitable provision regarding the same in the 
Sea Customs Act itself, so as to provide a firm legal basis there- 
for. 


We are of the opinion that the present Scheme of issue of 
Detention Certificates should be overhauled in the light of the 
suggestions made by us as above, in consultation with the Port 
Trust Authorities. There should also be adequate co-ordina- 
tion between the Customs on the one hand and the I^ort Trust 
on the other in the matter of the implementation of the Sdieme. 
The Customs should expedite the issue of Detention Certificates 
as the importers have to submit their claims for refund of 
demurrage charges to the Port Trust Authorities within a pre- 
scribed period of two months from the date of payment of such 
charges and have to furnish all documentary evidence including 
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the Detention Certificate while submitting their claims for such 
refunds. We would also suggest that in exceptional cases, where 
the Customs require longer time for issue of detention certifi- 
cates, they should recommend to the Port Trust Authorities 
that the claims of the parties concerned should be entertained,, 
if the parties concerned are not in possession of the Detention 
Certificates from the Customs within the prescribed period of 
two months. 


Section VIII 

IMPORT/EXPORT: EXAMINATION AND ASSESSMENT 
—MISCELLANEOUS 

Q. 68. Examination of goods: 

Have yon any comments to make on 

(i) the number of centres for examination of cargo; 

(ii) the physical arrangements which have been made for examination 
at each centre; 

(Hi) the staffing of the centres; 

(w) the working hours observed at the centres; 

(x>) the distribution of Bills of Entry j Import Applications j Shipping 
Bills j Export Applications among Examining! Preventive Officers; 

(vi) the handling of these documents by Exarninmg j Preventive Officers 
and the Supennsing (Shed) Appraisers; 

(vii) examination by Custom House Appraisers (Instead of by Examine 
ing I Preventive Officers) where this becomes necessary; 

(viii) the scale or intensity of examination; 

(ix) examination outside office hours on payment of overtime fees; 

(x) facilities provided for examination outside Customs limits, xvhere 
these are felt necessary; 

(xi) the drawing of samples and their despatch to the Custom House; 
and 

(xii) the disposal of samples? 

We understand that the number of centres for examination 
of cargo in the Docks is not quite adequate. The inadequacy 
of the number of Centres for examination seems to be more 
keenly felt because of the fact that the Customs now insist on 
carrying out a more detailed and elaborate examination of the 
cargo. The question of the adequacy or otherwise of the exa- 
mination centres should be properly enquired into and, if 
necessary, the number of centres may be suitably increased. The 
drawing of samples and their despatch to the Custom House 
should be expedited. 
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69, Short-landing, losses, deterioration of imported goods: 

What observations, if any, have you to make on the treatment 

accorded by Customs to 

(i) packages which have been short-landed; 

(ii) short-packing of goods before shipment; 

(Hi) losses (by breakage, pilferage, etc.) of goods, which have occurred 

(a) before landing, 

(b) after landing but before clearance; 

(iv) goods Xiihich have undergone damage or deterioration 

(a) before landing, 

(b) after landing but before clearance? 

Where it is a case of short-packing of goods before ship- 
ment, full remission of Customs duty should be allowed on 
short-packed portion of the consignments. There should be no 
difficulty of allowing out-right remission of duty on the short- 
packed portion instead of making the party to pay the duty 
thereon and claim refund of the same subsequently. The fact 
that Bills of Entry are passed and assessments and payment of 
duty made before the examination of goods should not come in 
the way of remission of duty being allowed, since arrangements 
can be made for amendment of the assessment order and the 
goods in question reassessed so as to allow the remission of duty 
on the short-packed portion of the consignment. Further, 
arrangements should also be made for immediate repayment of 
the appropriate amount of the duty on the basis of reassessment. 
Remission of Customs duty should also be allowed on missing 
goods. 

As regards goods which have been damaged or deteriorated, 
whether before landing or after landing but before clearance, 
remission of duty should be allowed if the extent of damage 
or deterioration is such that the goods are rendered unuseable. 

•Q* 70. Revision of assessment of goods after clearance: 

What have been your difficulties, if any, in securing a rexnsion of 
assessment of your goods after duty has been paid on them and they 
have ^been cleared out of Customs charge for home consumption jship~ 

Although we appreciate that there will arise certain cases 
where revision of assessment of goods after duty has been paid 
on them and they have been cleared out of Customs charge for 
Borne consumption /shipment would be necessary, there would 
Be practical difficulties in providing for revision in such cases. 
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Q. 7L Treatment of re-imported goods: 

(i) Have you any suggestions to make regarding the Customs law and 
departmental procedure relating to the re-importation after export 
from India, of 

(fl) commercial goods of Indian manufacture, 

(b) commercial goods of foreign manufacture, 

(c) goods of Indian manufacture for persofial use, and 

(d) goods of foreign manufacture for personal use? 

(if) What difficulties, if any, have you experienced from the Customs 
treatment of re-imported goods on which export duty had been paid 
at the time of exportation? 

When commercial goods of Indian manufacture have to be 
re-imported for reasons such as their being defective or being 
rejected by the foreign importer, they sltould not be subjected 
to import duty on re importation. Similarly, in the case of re- 
importation of goods of Indian manufacture exported from India 
for purposes of processing, no import duty should be levied on 
the original value of the goods but import duty should be re- 
covered only on the processing values required to be paid by 
the exporter to the foreign processor. Likewise, when commer- 
cial goods of foreign manufacture are exported for recondition- 
ing, import duty should be levied at the time of re-imposition 
only on reconditioning charges. 

In this connection, we would like to invite the attention 
of the Enquiry Committee to the special difficulty which is 
experienced by the exporters of exposed films who export the 
films with the intention of re importing them afterwards, as a 
result of the limit of 3 years specified in the proviso to Section 
25 of the Sea Customs Act. In terms of this proviso, goods which 
are exported and re-imported within a period of 3 years from 
the time of such exportation are alone exempt from import 
duty. It has been pointed out to us that in the case of exposed 
films, re-importation takes place after 4 or 5 years from the time 
of exportation and in terms of the above provision in the Sea 
Customs Act, they are not eligible for exemption of Customs 
duty on re importation. The exposed films which are exported 
are re-imported as the same are further useable in the country. 
Exporters have, however, to pay heavy import duty on their re- 
importation which usually takes place after 3 years. We would, 
therefore, suggest amendment of the Sea Customs Act, so as to 
extend the period of 3 years specified in the proviso to Section 
25 for the purpose of re-importation of exported articles in the 
case of special items like exposed films. 
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Q. 16, Publicity to Customs rulings and regulations: 

Have you any suggestions to offer to improve the existing arrange- 
ments for giving publicity to Customs rulings and regulations 

(i) by means of notices displayed on the Custom House notice hoards, 
(ii) by circulars to Chambers of Commerce and Trade Associatiotis, 

(iit) by books, guides and publications, and 
(iv) through Enquiry and Information Offices? 

(i) The notices should be displayed securely on the Cus- 
tom House Notice Board immediately they are issued indicat- 
ing the time at which they are so displayed. 

(ii) The despatch of Circulars to Chambers of Commerce 
and Trade Associations should be expedited. The feasibility 
of introducing an arrangement under which the Circulars and 
Notices issued by the Customs are circulated to the Chambers 
of Commerce and Trade Associations situated in the port 
centres by hand delivery immediately after their issue, should 
be examined. 

(iii) The publication containing Customs Tariff Schedule 
should be revised every six months incorporating up-to-date 
information re; rates of duty, etc. Similarly, the Customs 
Manual which gives details of the Customs Rules and formali- 
ties should be revised once every year. 

(iv) The Enquiry & Information Department in the Cus- 
tom House should be strengthened and instructions should be 
issued to them to give prompt replies to the queries received by 
them. Every Custom House should also maintain a library 
where various publications and books containing infonnation 
about Customs law and procedure are kept for reference. 

Section IX 

IMPORT/EXPORT: CHANGES IN RATES OF DUTY & 
TARIFF VALUES— SHORT & EXCESS LEVIES 

Q. 7S. Date, of application of changes in rates of duty: 

Wia/' hardship, if any, have you experienced from the implementa- 
tion of the legal provisions for determining the date for application of 
changes in rates of (a) import duties; (h) export duties; (c) tariff values? 

Section 37 of the Act states that the rate of duty and tariff 
valuation applicable to any goods imported shall be the rate 
and valuation in force on the date on which the Bill of Entry 
is delivered to the Customs Collector. The main difficulty 
experienced by the trade as a result of the implementation of 
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this provision is that when these changes have the effect of rais- 
ing the rates of Customs duty, goods imported /exported under 
commitments already entered into before these changes are also 
subjected to the Customs duty at the new rate. We would sug- 
gest that in such cases the feasibility of allowing previous com- 
mitments to be honoured on the basis of the previous rates of 
duty of introducing a suitable system of registration of the com- 
mitments along with the necessary documentary evidence with 
a competent authority to be nominated by Government may be 
examined. The requirement of the traders in mofussil centres 
should be duly taken into account in fixing the specified time 
and nominating the registering authority. In order to avoid 
chances of unscrupulous traders getting undue advantage of the 
above concession, the time allowed for registration of prior com- 
mitments should not be unduly long. 

<). 80. Reactions of customers: 

What are the reactions of your customers to these changes parti- 
cularly in respect of exports? 

We would point out that in regard to the frequent changes 
in export duties, the same have tended to dissuade the foreign 
importers from entering into firm commitments with the ex- 
porters in this country. Cases have been brought to our notice 
of foreign importers recently insisting on inserting a clause in 
the contract to the effect that the risk of export duties should 
be on sellers’ account. Possibly, this is due to the frequent 
changes in export duties announced by the Government in the 
recent past, 

81. Acceptable alternatives: 

If you consider that such changes, particularly in respect of exports, 
should not apply to current commitments made at rates agreed to before 
the announcement of such changes, what methods would you suggest to 
prevcjit undue advantage being taken of such a position by unscrupulous 
concerns? 

Please see our reply to Question 78. 

<). 82. Short and excess levies: 

What are your difficulties, if any, with the legal provisions or 
departmental procedure relating to 

(i) recovery of short lades of Customs duties, and 
(ii) refund of excess levies of Customs duties? 

(i) The demand made by the Customs on the traders regard- 
ing recovery of short-levies of Customs duties is not specific and 
does not clearly state the grounds on which the same are made. 
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It is, therefore, suggested that the demand should be made in 
a specific manner clearly stating the grounds of the same. If 
necessary, a form may be prescribed for the purpose. 

(ii) In the course of our reply to Question 69, we have sug- 
gested that in the case of goods short-packed prior to shipment 
and in the case of missing goods remission of Customs duty 
should be allowed on the short-packed portion of the consign- 
ment and on the missing goods instead of making the party con- 
cerned pay the duty and then claim refund. We would sug- 
gest that a specific provision to this effect should be made in 
the Sea Customs Act. In other cases of refund of Customs 
duties frequent complaints made by the trade are that inordi- 
nate delays occur in grant of such refunds. Steps should be 
taken for minimising the delays. 

Section X 

IMPORT: BONDED WAREHOUSING 

83, Warehouse accommodation: 

Js the bonded xvarehousc accommodation for imported goods 
proxncied in your area adequate or not? If it is not adequate, please 
explain ivhy. 

The Bonded Warehouse accommodation provided in the 
Bombay Port is inadequate. Importers have to wait for a num- 
ber of days before they get the warehouse accommodation for 
which they have applied previously. This is due to the fact 
that there is a considerable increase in the cargo handled at this 
Port. The obvious solution would be to construct additional 
warehouses. How far this could be done will, however, be a 
matter for consideration, in view of certain difficulties, particu- 
larly the limitation of space in the Port Area. Adequate ware- 
housing arrangements should also be made for aircraft cargo. 

Section XI 

IMPORTS AND EXPORTS BY POST 

Q. 93, Working arrangements: 

Have you any improvements to suggest in 

(i) the physical lay-out of the Postal Appraising Section, 

(ii) the xoorking hours of the Section, 

(Hi) the size and efficiency of the staff employed in the Section, 

(iv) the system adopted in the Section for selection of post parcels 
for release, on the strength of ** luay bills without Customs 
examination or scrutiny of documents, 

^7 
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(i;) the system adopted for disposal of parcels, xvhere parcels are 
detained for examination and scrutiny of documents, 

{vi) the method of opening for Customs examination, and repacking, 
of parcels, 

(i/ii) the facilities provided for personal clearance of parcels, and 

(xjiii) the manner in which notices for production of invoices, licences, 
etc. are drawn up, particularly in regard to their clarity and 
courtesy? 

Q. 94. Import parcels: 

Have you any representations to make regarding the Customs 
handling of parcels received by post and containing 

(i) trade goods, 

(ii) personal articles obtained from abroad, 

(Hi) unsolicited gifts, 
in respect of 

(a) valuation and assessment, 

(b) enforcement of import or other controls? 

The working of the Postal Appraising Section in Bombay is 
far from satisfactory and there is much room for improvement 
therein. The accommodation for the Postal Appraising Section 
is not adequate. There are, therefore, conditions of overcTowd- 
ing in this Section and this has come in the way of the 
expeditious disposal of parcels received in that Section. The 
parcels get mixed up and it is very difficult for the staff to locate 
the parcels belonging to particular parties. There are also no 
adequate sitting arrangements for visitors in the Postal Apprais- 
ing Section. It is, therefore, necessary to see that adequate 
accommodation is provided for the Postal Appraising Section 
and there are proper sitting arrangements for the visitors in that 
section. 

The procedure adopted for the clearance of the post parcels 
is also found to be rather cumbersome and the consignees are 
not in a position to take delivery of their parcels expeditiously. 
Parcels which arrive here by air within a few days from the 
place of despatch sometimes require disproportionately longer 
time for their clearance. We appreciate the fact that the Cus- 
toms Authorities are aware of the need for minimising the delay 
in the clearance of post-parcels received in the Postal Apprais- 
ing Section and they have introduced a few months ago a new 
system called '‘counter clearance " system. We would, however, 
point out that complaints about inordinate delays in the clear- 
ance of post parcels in the Postal Appraising Section still per- 
sist. Efforts in the direction of expeditious clearance of post 
parcels, therefore, require to be further strengthened. 
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Another matter which we would like to bring to the 
Enquiry Committee’s attention is the complicated character of 
the form which the consignees have to fill up before taking 
delivery of the goods and samples imported by post. The im- 
porters are, therefore, unable to return the form to the foreign 
post office duly filled in forthwith, thereby causing delay in the 
clearance of the imported articles. It is, therefore, suggested 
that the form should be examined with a view to its simplifica- 
tion. We would also stress the need for taking measures to 
bring about a closer co-ordination between the two departments 
working in the Postal Appraising Section, namely the Foreign 
Postal Department and the Customs. It is observed that at the 
moment there is lack of co-ordination between the staff in both 
these Departments. The adequacy of the staff in the Postal 
Appraising Section of the Foreign Post Office should be examined 
with a view to strengthening it. 

Q. 96. Abuses of post parcels: 

If you luwe noticed any frequent abuses of a serious nature relating 
to imports ! exports by post, and affecting Customs revenue or import f 
export or other controls, please give examples and make your susr(res- 
ttons for the prevention of these abuses. ' ' 

There are frequent complaints about thefts and pilferages 
of post-parcels. We would suggest provision of adequate safe- 
guards, so as to minimise the occasions for such thefts and pil- 
ferages. ^ 


Section XII 


EXPORT : DRAWBACK OF IMPORT DUTIES 


Q. 9S. Drawback: Commercial goods re-exported in original condition: 

Have you any comments to make regarding the provision which has 
been made for the grant of drawback of Customs duties on imported 
commercial goods, on their re-export in their original condition, in 

TCS'pCCt Oj 

(i) rates of drawback, 

(ii) the time-limits for shipment, and 

{Hi) other conditions for payment of drawback? 


(i) At present, the drawback of 7 /8th of the import duty 
is allowed, subject to certain conditions. In view of the con- 
siderable incTease in import duties recently, the question of rais- 
ing the quantum of drawback should be examined. 

The Customs Authorities should grant drawback of duties 
within a period of six months. 
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Q. 102. Drawback: Imported goods used in indigenous manufacture: 

Have you any representations to make regarding 

(i) the legal provision xuhich has been made for grant of drawback 
of Customs duties on imported goods used in the indigenous 
manufacture of articles exported out of India, 

(ii) the facilities which have been provided by the department for 
obtaining draxvback of Customs duties on imported ingredients 
of goods manufactured in, and exported out of, India, and 

(Hi) the departmental procedure relating to the superxnsion of manu- 
facture, and the scrutiny of draxvback claims, in such cases? 

It is the general belief that the Scheme of drawback of 
import duty in force at present does not provide the necessary 
inducement for any significant increase in the export of finished 
products and as such the same requires to be reviewed with a 
view to its liberalisation. The procedure for registration as 
authorised manufacturers and for submitting claims, etc. is found 
to be cumbersome and long drawn-out. Exporters have to prove 
to the definite satisfaction of the Customs Authorities that the 
goods were manufactured purely from imported articles and 
that there is no indigenous ingredient used therein. This is 
not easy to prove. We would, therefore, suggest substitution of 
a scheme of drawback under which the rebate of the import 
duty is allowed on an ad hoc basis, duly taking into account an 
approximate estimate of the raw materials used and the import 
duty paid thereon and the exporters should be granted the neces- 
sary rebate in proportion to their exports of the declared articles. 

Again, the drawback facility is, at present, available only in 
respect of raw materials stipulated by name in the relevant 
Rules, while the same product manufactured out of other simi- 
lar or comparable categories of raw materials are excluded from 
the scope of the Scheme. We would suggest that raw materials 
selected for purposes of drawback scheme should be classified 
in a general way and not in terms of a specific kind or brand so 
as to allow utilisation of other suitable substitutes which would 
be advantageous to the manufacturers because of easy availabi- 
lity or manufacturing convenience or cheaper costs. 

Section XIII 

EXPORTS & TRANSHIPMENT-^-GENERAL 

(>. 104. Form of Shipping Bill j Export Application: 

(i) Have you any suggestiotis to make regarding 

(a) improvement of the form which has been prescribed for the 
Shipping Bill j Export Application, and 
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(h) the number of copies of the form which are required to be 
filed? 

(ii) What difficulties, if any, have you felt in furnishing the prescribed 
particulars in a Shipping Bill j Export Application? 

Provision should be made in the Shipping Bill to indicate 
the dead weight cargo, as this will facilitate the computation 
of wages of dock labour where piece-rate system is in force. 

Q. J05. Movement of Shipping Bill j Export Application: 

(/) Have you any suggestions to make regarding the possibility of 
reducing the number of stages through which the Shipping Bill/ 
Export Application moves between presentation at the Custom 
House and actual shipment of the goods, without impairing the 
effectiveness of the essential checks required to be made at the 
various stages? 

(ii) If at any particular stage serious delays occur, please state their 
causes as far as they are ktioivn to you, and make your suggestions 
for minimising the delays. 

It is pointed out that delays occur in the various stages 
through which the Shipping Bills have to move from the time 
they are presented to the Custom House and the actual ship- 
ment of goods. The movement of shipping bills through the 
various stages should be expedited. Where an article is subject 
to Export Control and Exjx)rt licences are to be granted on a 
liberal basis by endorsement on the Shipping Bills themselves, 
we would suggest that an Officer of the Export Trade Control 
Department should be associated with the Custom House for the 
purpose. 

All the Shipping Bills are distributed by the Principal 
Appraising Officer to the Appraising Officers. At present, such 
distribution is done only twice a day. The distribution should 
be done four times* a day, so that Shipping Bills submitted early 
afternoon can also be contpleted on that day. As regards deli- 
very of completed documents, we would suggest the adoption of 
the practice of giving tokens against acceptance of Shipping 
Bills as is done in the Export Trade Control Department. The 
Shipping Bills should be completed and returned to the expor- 
ters concerned expeditiously. 

When Shipping Bills are amended, the parties concerned 
have to pay an amendment fee for the same. The fee is, at 
present, recovered in cash. This causes a good deal of delay 
in the completion of the Shipping Bills. It is suggested that 
in order to avoid such delay, the amendment fee which is nomi- 
nal should be collected by means of stamps affixed on the Ship- 
ping Bills. 
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Q. 107. Shortshipment or relanding: 

Have you any grounds to justify the extension of the period alloxved 

(i) for giving notice to Customs, of shortshipment or relanding of 
goods, 

(ii) for making of refund claims xuhere shortshipped or relanded goods 
have been charged to export duty? 

(i) Under the provisions of Section 140, if goods mentioned 
in the Shipping Bill or the Manifest are not shipped or are ship- 
ped but subsequently rclanded, the shipper is required to give 
a notice to the Chistoms Authorities about this before the ex- 
piry of 5 clear days from the date of the sailing of the vessel. 
This period of 5 days is found to be too short in the case parti- 
cularly of bulk shipments. It is. therefore, suggested that the 
period of 5 days provided for in Section 140 should be suitably 
increased. 


Section XIV 

IMPORT/EXPORT: PAYMENTS AND RECEIPTS 

Q. 112. Deposit Account: 

If you think the facilities for payments of duty, etc. through depo- 
sit accounts afforded in the Custom House are inadequate, xvhat would 
you suggest to improve them, and why? 

The facilities which are allowed at present in regard to the 
payment of duties through deposit accounts arc generally con- 
sidered adequate. It is, however, suggested that the demand for 
extra duty or undercharges should not be debited to this 
account without prior reference to the account-holders. 

# 

Q. 113. Facilities for payment by cheque:^ 

What are the facilities, if any, provided in the Custom House for 
payment of duty, etc. by cheque? If you think an extension of these 
facilities is necessary , please make your suggestions staling your reasons. 

At present, payment of duty by cheque is allowed but 
cheques drawn on the Reserve Bank of India are only accepted. 
Insistence on cheques drawn on the Reserve Bank of India 
causes even greater delay than cash deposits. The object under- 
lying the system of payment by cheques can be better realised 
if the cheques drawn on scheduled banks are also accepted for 
payment. We would also suggest the restoration of the previous 
practice, according to which cheques were allowed to be drawn 
for round amounts, the balance being permitted to be paid in 
cash. 
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Section XV 

IMPORT /EXPORT: PASSENGERS' AND TOURISTS* 

BAGGAGE 

Q. 115, currency declaration forms: 

Haxje you any suggestions to make regarding 

(i) the improvement of the forms which have been prescribed for 
declaration of passengers' j tourists' baggage arid currency; 

(ii) the arrangements made for the timely and advance supply of 
these forms to passengers j tourists so as to minimise delay in 
clearance of baggage after landing j before embarkation; 

{Hi) the arrangements made to assist passengers j tourists in filling up 
the forms; 

(w) the possibility of reducing documentation by passengers j tourists, 
if you think the documentation is excessive; 

{x>) the possibility of the use of international baggage and currency 
declaration forms, if these are not already in use; and 

(vi) the standardization of forms and procedure at all points of entry 
and exitf 

The present form is complicated in character. The same 
requires simplification. The form should be modelled on the 
basis of the International Baggage ” forms and arrangements 
should be made for supply of the forms to the passengers on the 
steamer or aircraft by which they travel so as to minimise delay 
in the clearance of baggage after landing. Arrangements should 
also be made for expeditious supply of Customs Declaration 
Forms to the passengers going abroad. Forms should be sup- 
plied to the carriers or their agents for distribution to the 
passengers so that the forms could be filled in and kept ready for 
presentation to the Customs. 

Q. 120. Distinction between tourists and other passengers: 

Do you think distinctive treatment should be accorded to (?) 
foreign tourists, (it) passengers of foreign nationality, (Hi) passengers 
of Indian nationality? If so, and if you consider a distinction of this 
kind is practicable, what are your suggestions and your reasons for 
them? 

We are not in favour of the idea about distinctive treat- 
ment to tourists and other passengers. Courtesy and politeness 
must be shown by the Customs staff to all the passengers whether 
they are tourists or not. 

(>. 125, Detentions: 

Haxte you any representations to make regarding 

(i) the detention of passengers' baggage in Customs charge for ful- 
filment of Customs formalities; 
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(ii) the arrangements made for storage and caredaking of baggage 
detained; 

(Hi) the period of detention in such cases; 

(iv) the charges for detention; and 

(v) the facilities available at the Custom House or other offices con- 
cerned for the clearance of detained baggage? 

There appears to be room for improvement in the arrange- 
ments for storage and caretaking of the passengers. 

Section XVI 

PENAL PROCEEDINGS 

Q. 135. Contents of ** shorv cause notices: 

Have you any criticism to make of the manner in which ” show 
cause " notices are drawn up, with particular reference to the clarity 
of the charges framed? 

It is generally complained that the Show Cause Notices 
are not sufficiently clear and specific as regards the points on 
which explanations are asked for. The Show Cause ” Notices 
should be in exact terms and specify the alleged offence and the 
grounds therefor in precise terms. 

Q. 136. Personal representations: 

Have you any views to express regarding 

(i) in general, the facilities granted for personal hearing in penal 
proceedings; 

(ii) in particular, representations through legal counsel or other experts, 
at the 

(a) original stage, 

(b) appellate stage, and 

(c) the stage of reifision petitions? 

The parties concerned should be given adequate opportu- 
nity for personal representation at the hearings in penal pro- 
ceedings. At present, the parties are allowed to be represented 
by their counsels /advisers as a matter of grace by the Customs 
Authorities. We would suggest that this facility of representa- 
tion by Counsels /Advisers should be given to the traders as a 
matter of right at all stages of the proceedings. 

Q. 137. Proceedings in minor matters or bona fide cases: 

Have you experienced a general tendency on the part of Customs 
Officers to institute penal proceedings 

(i) in comparatively minor matters; 

(ii) where errors have been committed in good faith; and 
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(lit) where errors have been committed in consequence of prior advice 
by Customs Officers, or Import or Export Trade Control Authori- 
ties, or other departmental Officers? 

If so, please give some examples where this tendency has been 
observed. 

There have been instances where penal proceedings are 
instituted in comparatively minor matters and for errors com- 
mitted in good faith. In such cases, it is but proper that the 
parties concerned should not be subjected to the usual penal 
proceedings. 1 he Authorities concerned should, therefore, be 
given discretion to waive institution of penal proceedings in 
such cases with warnilrig to the parties. 

Q. 140. Grounds for decisions: 

Have you any representations to make regarding the lack or in- 
adequacy of the statement of grounds in decisions communicated to 
the parties concerned in penal proceedings at the 

(i) original stage, 

(ii) appellate stage, and 
(Hi) stage of ransion petition? 

The grounds are not specifically mentioned. Decisions 
given by the Customs Authorities should be quite clear and the 
reasons for the same should be precise. 

Q. 142. Prior deposit of penalties: 

What difficulties, if any, have you experienced from the legal pro- 
vision requiring penalties imposed at the original stage to be deposited 
as a condition precedent to the entertainment of appeals? 

The system of prior deposit of penalty before entertainment 
of appeal means locking up of funds. This causes hardship to 
the parties concerned particularly when the amounts are quite 
considerable. We would suggest amendment of Section 189 of 
the Sea Customs Act, so as to give discretionary power to the 
Appellate Authority to waive the condition of prior deposit of 
penalty or of duty or to accept smaller amounts having regard 
to the circumstances of the case. Section 189 should be further 
amended so as to require the Collector of Customs to return 
the amount of penalty or duty to the party concerned as a 
matter of course in case such penalty or duty was not leviable 
in terms of the decision in the appeal, and the party should not 
be required to demand the same. 
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Q. 144. Machinery for adjudication, appeals and revision petitions: 

Haxfc you any comments to make generally on the set-up of the 
authorities empowered by the existing law 

(/) to adjudicate penal proceedings; 

(ii) to revise decisions of subordinate authorities; 

{Hi) to decide appeals; and 
(w) to decide revision petitions; 

and what modifications, if any, would you suggest, with due regard to 
the need for expert knowledge on the part of adjudicating, appellate 
and revisionary authorities? 

Please see our Preliminary observations. 

Q. 146. Anti-smugglixig operations: 

(i) With due regard to the appreciable incidence of synuggling of gold, 
currency, luxury articles, etc. into the country, have yon any repre- 
sentations to make about the powers conferred upon Customs 
officers, of 

(a) arrest of persons, 

(h) searches of persons, 

(c) searches of vessels and conveyances, 

(d) seizure and detention of goods, and 

(e) summoning of persons to produce documents and give evidence? 

(ii) Have you any representations to make regarding the manner in 
which these powers are exercised 

(a) on board vessels or aircraft, 

(b) within the limits of sea and airports and land Customs stations, 
and 

(c) outside these limits? 

By an amendment of the Sea Customs Act, about 2 years 
ago, a new provision was inserted therein throwing the burden 
of proof in regard to goods seized on the ground that they are 
smuggled goods, on the person from whose possession the goods 
are seized. We strongly object to this provision in principle. 
In actual practice, such a provision has led to considerable hard- 
ship to and administrative harassment of the traders. We 
would, therefore, suggest that proper steps should be taken to 
avoid or minimise such harassment. We would, in this connec- 
tion, particularly urge that no goods should be seized unless an 
order is made by a superior officer in writing giving reasons for 
the action, a copy of such order being furnished to the person 
from whom the goods alleged to be smuggled are confiscated. 
Further, such seized goods should not be detained by the Autho- 
rities for an unduly long time, unless it is decided to issue a 
show cause ” Notice, to the person concerned. The prelimi- 
nary enquiry should also be expedited. 
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Section XVII 

CUSTOM HOUSE AGENTS 

Q. 148. Grant of licences, etc.: 

Have you any representations to make regarding 

(i) the legal provisions relating to licensing! authorization of Custom 
House Agents; 

(ii) the departmcyital procedure adopted for the licensing! authorization 
of such agents; 

(Hi) the restrictions, if any, on the number of agents which may be 
licensed in any particular Custom House; 

(iv) the qualifications prescribed for persons who may apply for an 

agenCs licence; / / / / / 

(v) other conditions laid doxvn for the grant of licences; 

(vi) the suspension or revocation of licences; and 

(vii) the procedure relating to, and the adjudicatioji of, representations 
to superior officers regarding the licensing of Custom House 
Agents or the revocation or suspension of licences? 

Q. 149. Facilities for Custom House Agents: 

What are the difficulties, if any, you are experiencing in the 

Custom House regarding 

(i) the office space and other office facilities provided for your Custom 
House operations; 

(ii) access to Customs Officers; and 

(Hi) facilities provided for Custom House Agents at the time of clear- 
ance of passengers and passengers' baggage? 

Q. HO. Obligations of Custom House Agents: 

(i) W'hat are the difficulties, if any, arising from the legal provision 
xvhich imposes all the liabilities of the owner of goods upon his 
Custom House Agent? 

(H) Since this provision is intended as a safeguard for the revenue and 
for the irnplemcntation of various controls, can you suggest any 
method by which any serious hardship caused to the Ageiit, by the 
enforcement of this provision, could be mitigated without loss to 
the revenue or without defeating the various controls? 

Q. HI. General: 

Have you any other representations to make on this subject of 

Custom House Agents? 

Section 202 of the Indian Sea Customs Act was amended 
in 1955 according to which no one can act as a Custom House 
Agent unless he holds a licence granted in this behalf in accord- 
ance with the Rules which may be framed for the purpose. It 
further authorizes the Chief Customs authority to make such 
Rules. Accordingly, the Central Board of Revenue, for the 
first time, prepared and published the Custom House Licensing 
Rules, 1957, in July this year. Xhese Rules are of a far-reach- 
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ing character and seek to impose onerous obligations on the 
Custom House agents. Moreover, so far as Bombay is con- 
cerned, there are various links in the agencies traditionally 
engaged in the Customs clearing work. The Associations repre- 
senting the respective interests engaged in Customs clearing work 
in Bombay have made detailed representations to Government. 
They have also submitted their detailed views to the Customs 
Reorganization Committee in regard to these Rules, which mter 
alia cover the points raised by the question in this Section of 
the Questionnaire. We would suggest that earnest considera- 
tion be given to the memoranda of views submitted by these 
associations representing the views of the respective interests 
engaged in the Customs clearing work in Bombay. 

Section XVIII 
MISCELLANEOUS 

Q. 154. Refunds {other than drawback): 

Where serious delays are occurring in the disposal of refund claims 
{other than drawback clairns), what, in your view, are their causes and 
how can these causes be remedied? 

The complaints about delays in grant of refunds are com- 
mon. Sometimes, the delays are inordinate. We feel that the 
departmental delays in disposal of applications for refund can 
be greatly minimised by introducing a system of supervision of 
the work of the staff in charge by some responsible officer. 

Q. 157. Public Relations and Information Organization: 

{i) Have you any suggestions to improt>e the usefulness of the Public 
Relations and Information Organization in the Custom House? 

{ii) Do you think that the Import j Export Trade Control authorities 
should be represented on the staff of this organization, and if so, 
why? 

{Hi) In case you are of the xnew that the correct information and res- 
ponsible advice should be provided to the public on request, if the 
organization is to be at all useful, do you think the existing organi- 
zation is adequately staffed and equipped for this purpose, and if 
not, what are your suggestions to improve its efficiency? 

(iv) With due regard to all the implications, do you advocate that the 
advice gwcn by the organization, on which commitments by 
importers I exporters are ordinarily based, should be binding on alt 
the officers and authorities concerned with the import j export of 
goods, and on Government, as well as on the importers j exporters 
themselves? 

In reply to another question, we have already suggested that 
the Enquiry and Information Section of the Custom House 
should be strengthened. The Public Relations Section should 



INDIAN merchants' CHAMBER 


429 

also similarly be strengthened with competent and experienced 
staff. Persons with adequate knowledge of Import/Export Con- 
trol Policies and Regulations should be associated with the 
Enquiry /Information and Public Relations Organizations. If 
necessary, the persons who should be so associated may be drawn 
from the Import/Export Trade Control Offices. 

<7. 158. Customs Adrnsory Committees: 

(i) Have you anything to suggest lohich would, in your view, improve 
the usefulness of Customs Advisory CommittecsT 

(ii) If you think such Committees should be set up at ports where they 
do not exist at present, please state your reasons. 

(i) We would suggest that the procedural difficulties which 
are represented to the Collector of Customs or his subordinates 
should be duly placed before the Customs Advisory Committee 
for their consideration and advice and it should not be the 
policy to place on the Agenda for the meetings of the Com- 
mittee only those points and matters which are received from 
its members. 

How often the Committee should meet will of course de- 
pend upon the volume of work to be disposed of but it should 
be seen to it that matters referred to the Committee should be 
disposed of expeditiously so that the Customs Authorities will 
have the benefit of the views and suggestions of the Committee 
on the questions of procedural difficulties which may be pend- 
ing before them for disposal. 

159. Statistical information: 

Have you any improvements to suggest in the present form and 
scale of statistical information supplied to the public on imports j exports 
with the assistance of the Customs Departrnentf 

“ The Monthly Statistics of the Foreign Trade of India, " 
is from the beginning of this year, published in a new form. 
The new publication is a detailed and comprehensive one and 
gives valuable information. It, however, does not contain 
separate tables, which used to be given in the previous publi- 
cation, giving country<vise statistics of Imports/ Exports and Re- 
exports. It is suggested that the usefulness of the present 
publication can be enhanced by adding such tables therein. 

•Q. 160. Ports declared open for foreign trade: 

With due regard to the need for maintenance of adequate expert 
Customs Supervision over imports and exports, particularly at the pre- 
sent time of controlled national economy, do you consider that the 
existing number of ports declared open for foreign trade too large I too 
small? If so, why? 


430 


REPORT OF THE 

In the context of our expanding and developing economy, 
the need may be felt for opening of more and more Ports for 
foreign trade. Additional Ports should be thrown open to the 
foreign trade, when it is justified by the quantum of potential 
trade through them. 

My Committee hope and trust that their Views and Sugges- 
tions on the various points covered by the Enquiry will receive 
careful consideration at the hands of the Enquiry Committee. 


APPENDIX 37 

Policy governing Import of Capital Goods 

Letter No. 696 dated 19th March 1957 from Chamber to the 
Alimstry of Heavy Industries, Government of India. 

The Federation of Indian Chambers of Commerce & Indus- 
<^hamber a copy of the communication 
No. 370-8/57 dated the 23rd January 1957 from your Ministry 
to the Federation, setting out the policy and procedure which 
Government propose to follow in the matter of the grant of im- 
port licences for the importation of capital goods required for 
developmental purposes. The Committee of my Chamber have 
given careful consideration to the same and wish to place be- 
fore Government their views and suggestions in regard to cer- 
tain essential aspects of the policy and procedure under refer- 
ence as also in regard to the practical difficulties that are likely 
to be encountered in evolving proposals or arrangements for 
meeting the foreign exchange requirements on the lines indi- 
cated by Government. 


My Committee readily recognize that the decline in the 
country s external reserves has necessitated concerted efforts to 
conserve our foreign exchange resources for purposes of an 
essential character and in that view of the case, till such time 
as either additional foreign resources are forthcoming or our 
alance of payments position shows a distinct improvement by 
an expansion in the volume of our export trade, greater checks 
on irnports are inevitable. They also realise that in that pro- 
cess there would be a prior claim on the available resources* for 
maintaining and sustaining the existing level of economic acti- 
vity and that import assistance for new schemes or for further 
development either in the public sector or the private sector 
will have to be treated as next in order of importance to that 
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necessary for maintaining the requirements of existing opera- 
tions and activities. In the suggestions that they are making 
they have, therefore, taken due account of these basic aspects 
and should be deemed as in the nature of suggestions or adjust- 
ments within the framework of the overall policy curtailing our 
foreign exchange needs and commitments to strictly essential 
directions and purposes. 

In the first place, my Committee presume that the restriction 
would not in any way apply to import licences already granted 
on the basis of permission or licences given under the Indus- 
tries Development Sc Regulation Act, 1951. The statement in 
Government’s letter that ‘‘ Having regard to the volume of out- 
standing import licences for capital goods which constitute a 
first charge on the country’s foreign exchange resources the 
amount which has now been allocated for the import of capital 
goods for new schemes has been fixed at an exceedingly low 
figure ” justifies the above assumption, and in order to clear a 
feeling of uncertainty existing in the minds of those who have 
already been granted import licences, it would be desirable for 
Government to make it clear that the restriction would not 
apply to those imports for which licences have already been 
granted and commitments already made in respect thereof. 

Secondly, there will be cases of import requirements in 
respect of schemes or projects which have already been per- 
mitted under the Industries Development Sc Regulation Act, but 
for which actual licences may not have been issued. It is con- 
ceivable that in respect of such new development projects, the 
preliminary and preparatory stages of the work might have 
sufficiently advanced and in such cases, just because the actual 
import licences have not been issued, the implementation of the 
same should not be jeopardized by lack of import permission. 
At any rate, in cases where effective steps have already been 
taken by placing orders for imports of capital goods or where 
licences for importing a part of the machinery and equipment 
have already been granted and as a consequence some payment 
towards the cost of the machinery or as remuneration for the 
collaboration has already been made, the new procedure restrict- 
ing import permission should not be made applicable. If the 
check on imports operates in respect of such projects or develop- 
mental activities, apart from those interested in the country 
losing the benefit of the amounts already spent, the scheme of 
expansion or development will be rendered infructuous. In the 
communication of Government under reference, the following 
observation occurs: “Likewise, if the foreign exchange required 
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for any project has already been released to the extent of say 
90%, the balance 10% may well be released in order that what 
has already been spent may not be rendered infructuous My 
Committee would like to submit that there should be no rigi- 
dity in terms of percentages. Each case should be considered 
on merits and where a part of the foreign exchange has already 
been met and where payments for foreign purchases or assistance 
have already been partly made, the further progress of the effort 
in question should not be hampered by reason of further im- 
ports being disallowed. In short, in the actual operation and 
implementation of the . new procedure, commitments already 
made even though of a smaller magnitude, should be given due 
and sympathetic consideration in the light of the repercussions 
of the termination of such aiTangements and losses arising 
therefrom. 

Ihirdly, in cases where the expenditure in foreign exchange 
will result in an immediate improvement in the country's de- 
pendence on imported supplies or requirements, or alternatively 
would result in immediately releasing additional resources which 
themselves would assist in earning for\he country more foreign 
exchange than is involved in paying for the import in question, 
the restriction should not operate, that is, if the import assist- 
ance is required for an effort or activity which, within a period 
of two or three years, is* a*ble to assist in^a substantial saving 
in foreign exchange, otherwise involving in importing finished 
product, or will release exportable commodities to a substantial 
volume, and in the process add to c^r foreign exchange earn- 
ings, just because of the time lag, the import assistance in the 
shape of the necessary licences should not be withheld. 

The Committee request that the above considerations and 
aspects concerning the implementation of the new procedure 
may be given due and favourable consideration. 

Government have, at the same time, in their communica- 
tion indicated ways and means of reducing the foreign exchange 
requirements to the minimum. One such suggestion is the 
negotiation for long-term cTedit from the overseas suppliers of 
machinery or other similar sources. Elaborating the proposal, 
it has been explained in the Government’s communication that 
Government would expect that payment before the arrival of 
the machinery does not exceed 20% of its value and further 
that the balance is repayable in not less than seven years after 
the arrival of the machinery in the* country. The Committee 
of my Chamber have examined the feasibility of and the pros- 
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pects for negotiating such long-term credit arrangtoients from 
the overseas suppliers. In the first place, generally the supply 
position in respect of capital goods would not justify our being 
able to persuade the foreign suppliers to agree to terms of 
deferred payment. With over-booked order books, most of the 
overseas manufacturers, naturally, cannot be expected to go out 
of the way to agree to give long-term credits to their Indian 
buyers. Again, even in cases where such suppliers may be pre- 
pared to consider proposals for deferred payment, they would 
do so only on the basis firstly of an additional charge in the 
shape of interest for the period covered by the arrangement, and 
secondly some form of guarantee for the ultimate liquidity of 
the debt. The prevailing interest rates in some of the countries 
from which we are traditionally importing plant and equipment 
are such that the additional charge demanded for deferred pay- 
ment would materially augment the capital cost to the industry 
in question. ^ ,, . 

Similarly, the form and scope of the guarantee to be given 
to the foreign supplier will present difficulties of a practical 
nature. The suppliers would naturally insist on a form of 
guarantee acceptable to the bankers of their country and no 
Indian ok credit institution would be able generally to give a 
guarantee pn a' long-term basis; even if such a system or scheme 
is evolved by Indian bankers it is a moot point if the foreign 
banks would be prepared to accept such a guarantee with long 
duration. 

This difficulty which is both substantial and real in the 
way of Indian importers being able to negotiate long-term 
credits with their foreign suppliers can be overcome only on the 
basis of some general arrangement evolved by the Government 
of India through the good offices of the Government of some 
of the important supplying countries. As to how a scheme for 
Government undertaking responsibility in respect of guarantee- 
ing such long-term overseas commitments can be evolved is, 
perhaps, a matter of detail if the underlying principle is accept- 
ed. An ad hoc financial institution may be set up for the pur- 
pose which may enter into negotiations with counterpart credit 
institutions in the supplying countries, the responsibility for the 
ultimate settlement of accounts being discharged by arrange- 
ments between the financing agencies or credit institutions in 
the two countries. The mechanics of the special arrangement 
may, perhaps, be worked out with the assistance of inter- 
nationally recognized financial institutions like the U.S. Import- 
Export Bank, the United Nations International Finance Cor- 
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poration, etc. The Life Insurance Corporation of India may 
also be able to play a part in the setting up of the new 
guaranteeing agency. My Committee are only emphasizing that 
unless Government evolve a machinery and a basis for negotiat- 
ing long-tenn aedits with some of the supplying countries, it 
is inconceivable that through private initiative alone a flow 
of import assistance on the basis of long-term credit from over- 
seas suppliers can materialise as a regular feature of our deve- 
lopmental effort. Moreover the aspect of possible exchange 
fluctuations and consequent on changes in the capital cost to 
the industry concerned and their effect on the negotiations for 
long term credit also assumes importance. My Committee be- 
lieve that only under an overall arrangement evolved at the 
official level, would it be possible to enlist the assistance and 
co-operation of lending institutions set up in various countries 
for encouraging exports, in a manner which would make it 
possible to obtain long-term credit without any undue risk of 
variation in the rates of currencies of the countries concerned. 

My Committee, therefore, request that the above aspect may 
be given further consideration by Government and necessary 
steps taken to bring about arrangements which would keep the 
flow of imports of capital equipment neceSvSary for our develop- 
mental activities to the extent that such activities have been 
approved in terms of the Industries Development &: Regulation 
Act, or form part of the scheme of the development or expan- 
sion envisaged in the Second Five-Year Plan. 

Letter No, CG2(1)1 57 dated 22nd July 1957 from the Govern- 
ment of India to Chamber, 

I am directed to invite a reference to your letter No. 696 
dated the 19th March 1957, on the above subject. 

2. It is confirmed that the new import policy relating to 
capital goexis applies only to further applications for import 
licences. Import licences already issued may be utilised in 
accordance with the terms of those licences. 

3. With regard to projects on which substantial amount 
of equipment has already been secured, your attention is invited 
to para 6(a) of the Public Notice No. 43-ITC(PN)/57 dated 
29-6-1957, issued by the Chief Controller of Imports & Exports. 

4. Government have under consideration the question of 
guarantee for deferred payment arrangements. For example, 
the Industrial Finance Corporation may be authorised to 
guarantee these schemes. 
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APPENDIX 38 

Import Duty on Machinery and Equipment 

Letter No. 1787 dated 22nd August 1957 from Chamber to the 
Ministry of Finance, Government of India. 

As part of their measures of encouragement to Indian 
manufacturing industries. Government have been extending to 
them concessional rates of import duty on machinery and 
equipment imported from abroad. Thus, the series of Notih- 
cations issued by the Ministry of Finance (Department of Reve- 
nue) upto and including the one No. 119-Customs dated 1st 
December 1956 reducing the standard rate of duty of 10|% to a 
concessional rate of had been assisting indigenous indus- 

tries in the matter of their programmes of expansion or replace- 
ment, renovation and rehabilitation and the bulk of machinery 
and equipment falling under I.C.T. Schedule items 72 and 72(3), 
(17), (18), (20), (21), (24), (25) and (38) were being permitted to 
be imported under such a scheme of partial exemption from 
Customs duty. 

However, Notification No. SR0.1627 (No. 97-Customs) 
dated the 16th May 1957, issued following the Finance Mini- 
ster’s Budget Speech on the 15th May 1957, superseded the 
earlier Notifications, restricting in its operation the scope of the 
concessional import duty to a very limited number of items, 
viz. Railway locomotives, electrical equipment, machine tools 
and certain other special types of machinery and equipment, 
and, incidentally, removing therefrom many other items of 
machinery and equipment which could be imported at the par- 
tial duty exemption basis in terms of the notification dated 1st 
December 1956. 

The Committee of the Chamber have received representa- 
tions from manufacturing interests in the country drawing atten- 
tion to the adverse effects that would stem from Government’s 
action as above in confining the concessional rate of import 
duty to a handful of items, instead of the bulk of capital equip- 
ment and machinery as previously. Many a manufacturing 
undertaking has had programmes chalked out for rehabilitation 
and/or expansion on the basis of the availability of the reduced 
import duty on plant and equipment required by them for 
which they might have placed orders abroad, and the withdra- 
wal of the concessional rate for such items would now seriously 
upset their calculations and enhance their costs on this score. 
The secondary, but as well important, undesirable effects of 
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Government’s action on the prices of manufactured goods with- 
in the country and on the competitive capacity of industries 
which may be operating in the international markets cannot 
also be lost sight of. 

My Committee are aware that during the course of his 
Budget speech the Finance Minister referred to the need for 
rationalising the tariff structure and to give the tariff rates a 
simpler form. They, however, hold, anci firmly believe, that 
it could not have been the intention of Government, that the 
process of such rationalisation and simplification should be at 
the cost of the concessional treatment shown to industrial units 
in the matter of Customs Duty on their capital machinery and 
equipment imported from abroad. At a juncture like the 
present when there is all-round demand to maintain manufac- 
turing costs at as low a level as possible and the need for holding 
the price line is being stressed more and more, any increase in 
the prices of manufactured articles on account of the enhanced 
costs of capital equipment and machinery will be strongly felt. 

The Committee of the Chamber, therefore, request that 
Government will be pleased to give their earnest and urgent 
consideration to the above aspects of the problem, with a view 
to restoring the concession in the rate of import duty available to 
industrial machinery and equipment covered by the relevant 
items in the Indian Customs Tariff Schedule. The Chamber 
may kindly be informed of the action Government have taken 
or propose to take in this regard, in due course. 


APPENDIX 39 

Procedure relating to Transfer of Quotas 

Letter No, 2279 dated 21st October 1957 from Chamber to the 
Chief Controller of Imports. 

The Committee of the Chamber have, on several occasions 
in the past, drawn Government’s attention to the complicated 
character of the procedure laid down in the Import Control 
Regulations for the transfer of quota rights which has been 
causing a good deal of hardship and inconvenience to the 
importers. Even admission of one or two new partners is con- 
sidered as a change in the Constitution of the firm concerned 
requiring the latter to go through all the procedural formalities 
for getting the import quota transferred formally in the name 
of the reqouitituted firm. Changes in the Constitution of part- 
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nership firms by admission of new partners therein are a normal 
feature of partnership business* Every time there is a change 
in the Constitution of a partnership firm in this way, the firm 
is required to apply for transfer of quota rights in the name of 
the reconstituted firm. 

The procedure relating to transfer of quota rights has be- 
come vexatious mainly because of the requirement that all 
changes in the Constitution of firms have to be made by Deeds 
registered with the Registrar of Documents. In the first place. 
Deeds have to be specially registered with the Registrar of Docu- 
ments for the purpose of transfer of import quotas. Neither 
the Indian Registration Act nor the Partnership Act requires 
the partnership deeds to be registered with the Registrar of 
Documents and, therefore, partnership deeds are seldom so regis- 
tered. Secondly, the parties applying for transfer of quotas are 
put to unnecessary cost by way of heavy registration fees. 
Thirdly, the parties are handicapped by the delay in getting back 
the documents forwarded to the Registrar of Documents for 
registration. 

My Committee would, therefore, suggest that with a view to 
avoiding hardship to the imjx)rters and additional cost as a 
result of their being required to register their relevant documents 
with the Registrar of Documents for the purpose of transfer of 
quotas. Government should agree to copies of the documents 
certified by a Notary Public or a person competent to administer 
oaths being accepted for the purpose of transfer of quotas. 

It is hoped that Government will take early action in the 
matter and infonn the Chamber of the same in due course. 


APPENDIX 40 

Distribution of Imported Raw Silk 

Letter No, 2215 dated 14th October 1957 from Chamber to the 
Ministry of Commerce and Industry, Government of India, 

For the last few years, import of raw silk has been canalised 
through the Central Silk Board and no import of this article 
through the established trade channels has been allowed. When 
the policy of canalisation of imports of raw silk was first intro- 
duce, the Committee of my Chamber had pointed out that 
such a policy would lead to elimination of the established trade 
channels. They had further suggested that in the event of the 
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poliqf of canalisation of imp>orts through the Central Silk Board 
being continued despite protests from the trade interests con- 
cerned, the least that could be done was to enlist the services 
of the existing trade channels in the field of distribution of the 
imported stuff. Government were good enough to consider this 
suggestion and had actively carried on negotiations with the 
interests concerned for some time with a view to finding out a 
suitable workable scheme, whereby the existing trade channels 
could be absorbed in the distribution of imported raw silk. No 
final decision in the matter, however, seems to have been taken 
as yet by Government and the established traders in raw silk 
continue to be without any share in the distribution of the item. 
The purpose of this Communication is to request Government 
to expedite finalisation of the scheme for entrusting the distri- 
bution of the imported raw silk to the established trade channels 
and to implement the same without any further delay. 

The Chamber would like to hear from Government in the 
matter at an early date. 


APPENDIX 41 

Drawback of Duty on Imported Raw Materiak used in the 
Manufacture of Goods exported 

Letter No. 1695 dated 2nd August 1957 from Chamber to the 
Federation of Indian Chambers of Commerce and Industry. 

It has been generally found that the facility of drawback at 
present granted in respect of .some of the imported raw materials 
does not provide the necessary stimulus for any significant in- 
crease in the exports of the finished products. Firstly, the pro- 
cedure laid down for registration as authorised manufacturers 
and for submitting claims, etc. is found to be cumbersome and 
unduly complicated. Exports of the finished goods are made 
both by manufacturers and exporting houses. In order to claim 
drawback, the manufacturers have to prove to the definite satis- 
faction of the Customs that goods are manufactured purely from 
imported goods, which process is very difficult even in genuine 
cases. Some liberalisation in the procedure for grant of draw- 
back will go a long way in encouraging an increasingly large 
number of manufacturers to take advantage of the drawback 
facility and to contribute towards export promotion. The sug- 
gestion to detemine the rate of rebate on an ad hoc basis in 
respect of individual items, taking into account the approximate 
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estimate of imported raw material used and percentage of duty 
paid on them requires to be considered favourably, as it will 
avoid the irksome procedure of establishing their claim for draw- 
back. Authorised exporters of the declared article could be 
granted the necessary rebate in proportion to their share in 
exports. Such a simplified proc:edure should be laid down 
wherever practicable and if need be, the Sea Customs Act should 
be suitably amended to permit such liberalisation. 

In the United Kingdom, it has been submitted, a fixed 
drawback is granted to exporters of sugar confectionery on the 
amount of sugar, molasses, etc. shown to have been used in their 
making. The procedure followed is that manufacturers advise 
the Excise and Customs Authorities of the ingredients used in 
each line of the exportable products and tlie Authorities advise 
them of the amount of drawback that could be claimed. When 
the goods are actually exported, the manufacturers declare 
their quantity and description on the prescribed forms, on the 
basis of which the drawback is allowed. There is also no pro- 
vision in Great Britain for the making of confectionery in bond. 
The Confectionery Manufacturers' Association has suggested 
that all the popular varieties of confectionery should be classi- 
fied into a few standard categories and the drawback in each 
category worked out on the basis of average consumption of 
different imported raw materials used in the confectionery pro- 
ducts in that category. The present procedure of assessing the 
composition of each and every export packet causes the manu- 
facturers a great deal of inconvenience, trouble and delay and 
does not make the Scheme profitable or worthwhile. 

Another practical difficulty to which our attention has 
been drawn is that in some cases, the drawback facility is 
granted only in respect of raw materials stipulated by name in 
the Rules, while the same product manufactured out of other 
similar categories of raw materials is excluded from the Scheme. 
To illustrate the case, in the case of leather cloth, the Rules 
lay down the names of plasticizers to be used in the manu- 
facture, viz. Dioctyl Phthalate, Trixylyl Phosphate and Dibutyl 
Phthalate. Leather cloth is also manufactured in India by 
utilising other substitute plasticizers which are imported in 
large quantities from foreign countries. Such leather cloth 
manufactured out of cheaper substitute plasticizers, has also 
great demand in foreign markets because of the comparative 
price advantage. It has, therefore, been suggested that instead 
of allowing the drawback only to certain kinds of plasticizers, 
the facility should be available in respect of all kinds of plasti- 
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cizers used in the manufacture of leather cloth. Raw materials 
selected for purposes of drawback scheme should be classified 
in a general way and not in terms of a specific kind or brand, 
so as to permit utilisation of other suitable substitutes which 
may be advantageous to the manufacturers because of easy 
availability or manufacturing convenience or cheaper cost. 

There have also been some complaints of administrative 
delays in disposing of requests for registration of authorised 
manufacturers and in attending to the procedural formalities 
laid down under the Rules. In order to make the Scheme 
attractive and profitable to the manufacturers apart from a 
liberalisation in the Rules for grant of drawback and simpli- 
fication of procedural formalities, such administrative delays 
have also to be eliminated. If the Government of India could 
be persuaded to make the whole Scheme of drawback of duty 
more liberal and of easy administration and at the same time 
more attractive to the manufacturers, same will give a fillip 
to our Export Promotion Drive. 

As regards new items that might be included under the 
Scheme, I am sending to you separately the suggestions received 
from members in this connection. 


APPENDIX 42 

Delay in the Delivery of Airmail Articles 

Letter No. 433 dated 14th February 1957 from Chamber to 
the Collector of Customs. 

The Committee of the Chamber had many a time in the 
past occasion to draw your attention to the difficulties to which 
importers are put, consequent upon the inordinate delay in the 
receipt of airmail post and parcels from overseas countries. 
They had pointed out that importing interests naturally under- 
go and bear the burden of the comparatively higher charges 
involved in getting such post and parcels by air, only on the 
presumption and expectation that the quicker receipt of air- 
mail parcels or samples would enable them to finalise their 
business dealings based on such samples. 

I am desired to invite your attention once again to this 
aspect and to make a reference to an instance of inordinate 
delay experienced by an importer in receiving even airmail 
registered articles sent to him from abroad. The facts of the 
case may be briefly stated: 
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Shri Jal Cooper, Standard Building, Hornby Road, Bombay 
a member of the Chamber — in his capacity as the Editor of 
the Indian Stamp Journal had been sent a registered in- 
sured airmail parcel by Messrs. Harraer, Rooke Sc Co. Ltd., 
London, which, it would appear, was received in the Foreign 
Post Office on the 1st December 1956. The parcel was deli- 
vered to Shri Cooper as late as on the 11th January 1957. My 
Committee are aware that some time-lag would necessarily be 
involved in getting through the necessary Customs formalities, 
in determining that the imports in question are bona fide and, 
wherever necessary, in deciding that the parcel or packet repre- 
sents gO(xls imported against a valid import licence. The time 
taken for the purpose should, however, be kept to the minimum 
necessar}% and in any case should not be allowed to stretch over 
an inordinately long period. In the particular case under dis- 
cussion, the import licence, against which goods are imported, 
was left with the authorities, and in that view of the case my 
Committee are at a loss to understand as to the reasons for the 
detention of the said registered parcel for such a long time. 
Incidentally, it may be mentioned that an incjuiry addressed 
by Shri Cooper in this connection to the Assistant Collector of 
Customs, Postal Appraising Department, and sent by registered 
post, does not seem to have evoked any response so far. 

The Committee of the Chamber have been constrained to 
bring to your notice the details of the above case, because of 
the fact that Shri Jal Cooper has since lately been experiencing 
this sort of difficulty and airmail letters addressed to him from 
a firm in London on different dates during last month have 
still not been received by him. 

My Committee, therefore, request you to kindly look into 
the matter and to take such steps and to arrange the procedural 
matters that importers are not put to any avoidable difficulty 
on account of inordinate delay in receipt of airmail articles 
after their arrival in the Foreign Post Office here. 

Letter No, C 11300 157 dated 19th February 1957 from the 
Collector of Customs to Chamber, 

Please refer to your letter No. 433 dated 14th February 1957 
regarding the delay in the delivery of airmail articles addressed 
to Shri Jal Cooper. 

My Assistant Collector has already addressed a separate 
communication to Shri Jal Cooper explaining the nature and 
causes of the delay in the release of the parcels addressed to 
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him. As you are aware, the Custom House has introduced 
with effect from 1st October 1956, the counter-system of assess- 
ment whereby the importer can present the licence and docu- 
ments directly at the counter and have the parcels released the 
same day. Shri Jal Cooper has been advised to take advantage 
of this procedure. 

The primary cause of the delay in the release of the parcels 
addressed to Shri Jal Cooper apparently arose from the fact that 
debits had to be raised against a single licence in respect of 
parcels arriving simultaneously or at regular intervals. The 
procedure whereby the importer can have his licence sub- 
divided so as to facilitate speedy clearance of parcels arriving 
simultaneously, has also been explained to Shri Jal Cooper. It 
is hoped that with the adoption of the above-mentioned pro- 
cedure, there may not be any cause for complaints of delay in 
future. 

The counter-system of assessment has been working satis- 
factorily and parcels and packets are being released with the 
least delay. You are requested to bring to the notice of your 
members this procedure whereby the importers can effect speedy 
clearance. Any practical difficulty encountered by your mem- 
bers may be brought to the personal notice of the Assistant 
Collector so that suitable remedial measures may be adopted. 

Incidentally, you have referred in para 1 of your letter to 
numerous past complaints by the Chamber regarding difficulties 
in the clearance of airmail parcels through Customs. My 
office has, however, been unable to trace any such complaints 
during the recent past, and I shall be glad to be furnished 
with details of the same, to enable me to look further into 
them. 

Letter No. 916 dated 20th April 1957 from Chamber to the 
Collector of Customs. 

I am desired to invite your attention to your letter No. 
1300/57 dated the 19th February 1957 on the above subject. 
The contents of the same have been noted by my Committee 
and they have been brought to the notice of the Members of 
the Chamber with a request to comply with the procedure for 
the expeditious clearance of post parcels. 

It has been suggested that while the introduction of the 
new procedure brings about an improvement in the earlier 
position, perhaps greater efforts could be made to see that the 
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formalities required to be completed for clearance of post 
parcels under the counter-system of assessment are arranged to 
be expeditiously gone through so that the objective underlying 
the introduction of the procedure of counter-system of assess- 
ment is really fulfilled and that an importer is enabled to take 
delivery of the parcel, after presentation of completed docu- 
ments, without being made to wait for an unduly long time. 

Letter No. C 11300157 dated 9th May 1957 from the Collector 
of Customs to Chamber. 

Please refer to your letter No. 916 dated 20th April 1957. 

2. Suggestions had been invited from the trade regarding 
improvements which could be introduced in the counter-assess- 
ment procedure. One suggestion made was that registration of 
licences should be attended to in the Postal Appraising Section 
itself. This suggestion is under active consideration now and 
it is proposed to introduce a separate registry section shortly 
in the Postal Appraising Section. 
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APPENDIX 43 

Questionnaire issued by the Foodgrains Enquiry Committee 

Letter No, 1967 dated 13th September 1957 from Chamber to 
the Secretary^ Foodgrains Enquiry Committee. 

I am desired by the Committee of the Chamber to refer to 
the Questionnaire issued by your Committee. They have given 
very careful consideration to the same and I am now desired to 
address you as follows. Other agencies and interests directly 
and intimately concerned may be expected to reply to the various 
questions in the Questionnaire and furnish detailed information 
envisaged by such questions; they have therefore confined their 
observations to the main points arising from the reference. 

The Foodgrains Enquiry Committee is expected to review 
the present food situation and to examine the cairses of the 
rising trend of food prices since about the middle of 1955 and 
to assess the likely trends in demand and availability of food- 
grains over the next few years and to make suitable recom- 
mendations to ensure a level of prices which would provide the 
necessary incentive to the producer witli due regard to the 
interests of the consumers and the maintenance of a reasonable 
cost structure in the economy. 

India is essentially an agricultural country. We have 
launched upon a concerted and planned effort to bring about a 
balanced economy which envisages the rapid industrialisation 
of the country. This we are trying to do through the imple- 
mentation of the First Five-Year Plan and the Second Five-Year 
Plan. The process, however, requires a colossal investment of 
funds which have to be found by the mobilisation of resources 
both internal and external. The heavy programme of import 
of capital goods involves a great drain on our foreign exchange 
resources and at the moment, the problem has developed into a 
crisis. There are limitations on the extent to which foreign capi- 
tal either as loans or aid funds can be had to finance our deve- 
lopmental programme. In the context, the continued drain on 
foreign exchange resources involving import of substantial sup- 
plies of foodgrains from time to time imposes a significant 
limitation on our efforts to find adequate funds required for 
financing of the Plan. Viewed in this light, it will be easily 
admitted that the food problem is really the most important 
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problem before the country and the manner in which it is 
handled will have a significant effect on the success of our efforts 
to implement the Second Five-Year Plan. Not only that but as 
has been correctly stated in the Plan, the production of food- 
drains and raw materials must remain not only for the Second 
Five-Year Plan but for several years to come a major desideratum. 
Efforts have been made in the recent past to impart an element 
of stability to the economy of the country by a programme of 
action designed to augment the food production in the country. 
These efforts have had a measure of success and yet since recent 
past, the prices of foodgrains have been rising and in spite of 
Governmental measures from time to time to arrest the rise in 
prices, there is no material improvement in the position.^ This 
only emphasizes the importance of the problem and underlines 
more concerted efforts to improve the food production in the 
country. v 

Foodgrains constitute the major item entering the cost of 
living, and the continuing rise thereof has created a sciious situa- 
tion for persons belonging to the fixed income group, whose 
capacity to witlistand even a slight increavSe in the cost of living 
has been seriously limited in the context of the all-round heavy 
burden of indirect taxation. Then again, the rising prices create 
a serious situation for industries where cost structure is affected 
by the increase in the wages to the workers based on the cost 
of living index. The increase, therefore, in food prices have the 
potentials of influencing a general spurt in price levels and 
should such an eventuality arise, it will release forces of indus- 
trial unrest which may jeopardize the successful implementation 
of the Second Five-Year Plan. 

My Committee are, therefore, glad to note that Government 
have viewed this matter with the utmost urgency and seriousness 
and express the hope that the deliberations of the Enquiry Com- 
mittee will result in formulation of such suggestions and recom- 
mendations for Governmental action as would result in the 
achievement of the objectives as set forth in the terms of refer- 
ence to the Enquiiy Committee. An examination of the position 
regarding production of foodgrains in the country would indicate 
that there has been an overall rise in food production. The total 
food production for the crop year 1956-57 is placed by official 
estimates at 68.6 million tons as compared to the 65 million tons 
m 1955-56 and 66.6 million tons in 1954-55. This improvement 
in the production of the foodgrains in the country must be 
viewed in the context of the serious position obtaining at the 
time of the partition of the country as a result of which India 
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ceased to have the benefit of a major portion of the irrigated 
land of the undivided India. Consequently, the problem of 
foodgrains assumed a very serious proportion and large supplies 
had to be imported to ward off a major crisis. Very rightly, 
therefore, when the country launched upon a planned develop- 
ment of her economy, the main emphasis was on the attainment 
of self-sufficiency in food supplies and the increase of million 
tons of foodgrains was laid down as the target of production to 
be attained by the end of 1955-56. Actually, the food produc- 
tion exceeded the target by million tons and stood at about 
65 million tons in 1955-56, as compared with the production of 
54 million tons in 1949-50. At the end of the First Five-Year 
Plan, there was thus a definite and considerable improvement in 
the food production in the country which made it possible for 
Government to progressively reduce the quantity of foodgrains 
imported from abroad and at the same time to remove the system 
of controls in regard to the prices, movement and distribution 
of foodgrains in the country. The Second Five-Year Plan carries 
forward the process of intensive cultivation initiated in the First 
Five-Year Plan. 

The comparative improvement in the food production had 
induced a sense of complacency and the feeling was that the 
hirst Five-Year Plan having laid a solid foundation for self- 
sufficiency in foodgrains, the position was comfortable and it 
only remained for the Second Five-Year Plan to solidify the gains 
already achieved by the First Five-Year Plan in this sphere. 
Perhaps, as the recent phenomenon of rising food prices would 
indicate, those expectations were not based on a true appre- 
ciation of the correct position. The satisfactory food situation 
during 1951-54 was more an outcome of fortuitous circumstances 
such as favourable monsoons, etc. Again, this improvement has 
to be related to the increasing population of the country which 
makes for progressive increase in the demand for consumption. 
During 1941, the population of India was 312.8 million. In 
1951, the population was estimated at 357 million and by 1961, 
the population is estimated to go up to 410 million. It would 
thus be seen that the increase in food production is to a large 
extent absorbed by increasing population of the country making 
it difficult for any substantial improvement in the per capita 
consumption standards. If, therefore, the country has to attain 
a measure of stability on food front, it is necessary that the 
food production in the country is increased progressively. Both 
Government and the people should, therefore, take energetic 
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measures for augmenting the production by adoption of both 
intensive and extensive methods of cultivation. 

In this context, it is pertinent to point out that the recent 
official evaluation of the performance in the first year of the 
Second Five-Year Plan indicates an uneven picture. The pro- 
duction of rice and wheat has increased but the tendency of 
cultivating cash crops has affected the production of coarse 
grains like maize and jowar in certain parts of the country. 
The relative shortage of the supplies of such coarse grains and 
their consequent high prices are bound to have their impact 
on the prices of the main cereals such as wheat and rice. This 
tendency, therefore, requires to be checked. In the task of 
increasing the agricultural production, increase in the supply 
of irrigation water, fertilizers and improved availability of seeds 
to the farmers naturally will play an important part. In this 
context, the need for increasing the availability of fertilizers in 
the country cannot be over-empha sized. With this end in view, 
my Committee would like the Foodgrains Enquiry Committee 
to inquire into the particular aspect of availability of fertilizers 
and to recommend, if necessary, to appreciably increase the pro- 
duction capacity by permitting the setting up of new manufac- 
turing units during the period of the Second Five-Year Plan. 
As regards irrigation, considerable headway has been made for 
building up important dams and projects but as your Committee 
must doubtless be aware, perhaps, due to lack of sufficient fore- 
sight and co-ordinating action, the agriculturists have not been 
able to derive the full benefit of the new irrigation facilities. 
The causes contributing to this state of affairs should be exa- 
mined very thoroughly and remedial measures suggested so as 
to bring about an increased utilisation of irrigation facilities by 
the farmers. 

In the foregoing paragraphs, my Committee have tried to 
review the position of food production in the country and in 
the process to indicate that although there is an overall rise in 
the food production, much leeway requires to be made for 
attaining any degree of self-sufficiency. Examining the position 
of production in different States, it would appear that States 
like Andhra, Punjab, U.P., M.P. and Rajasthan are surplus 
States and the remaining States excepting Kerala and Kashmir 
would be in a position to meet their own requirements from 
local production. If in spite of this, the prices have been rising, 
the reason for the same has to be found in a number of complex 
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factors which collectively contribute to the diflSicult position as 
present. 

The foremost among the factors contributing to the rise in 
prices is the undercurrent of inflation running through the eco- 
nomy of our country. To finance the developmental projects 
under the Second Five-Year Plan, we had to resort to an appre- 
ciable dose of deficit financing and the same has resulted in a 
general rise of price levels. There has been continuous upward 
trend of prices, the highest prices being in food articles which 
moved up by about 24% as compared to tlie last years’ price 
levels. This phenomenon can be explained by growing pressure 
of demand consequent upon the inflationary situation in the 
economy. It is also possible that with the incTease in the pro- 
duction, the per capita consumption of foodgrains by producers 
may have gone up. Another important factor for consideration 
is the availability of marketable surplus. It is difficult to esti- 
mate in quantitative terms the effect of this factor unless a fairly 
accurate statistical assessment is available. However, there are 
indications supporting the view that due to governmental policy 
of increased credit facilities to agriculturists, the capacity of 
large producers particularly, to withhold stocks has increased. 
The producer may choose to withhold the stock till such time 
as he is able to get a remunerative price for his produce. The 
consequent delay in the arrival of the produce on the market in 
adequate quantities immediately after the harvest may signi- 
ficantly be responsible for creating conditions of shortage and 
thus bringing about a spurt in the prices of foodgrains. 

1. To meet this complex situation created by the interplay 
of these factors, my Committee would suggest that Government 
should arrange for adequate buffer stocks of foodgrains so as to 
be able to act effectively for bringing down any upward trend 
in prices, particularly in regions where scarcity is more pro- 
nouncedly felt. In this connection, my Committee feel that the 
recently negotiated wheat loan from the U.S.A. for 5.5 million 
tons would go a long way in relieving the situation. 

2. Government have already arranged for the opening of 
a number of fair price shops. This is a step in the right direc- 
tion and if such fair price shops are opened on an increased 
scale, it would facilitate supply to consumers at fair prices. 

3. The advisability of fixing the maximum and minimum 
price for each variety of foodgrains so as to ensure a reasonable 
and remunerative return to the farmer. This will presume 
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Government's willingness to buy foodgrains at the minimum 
prices whenever necessary and sell in adequate quantities when 
the ceiling is reached. 

4. My Committee have pointed out that the rise in food- 
grain prices would particularly affect persons belonging to the 
fixed salary group and industrial workers who are mostly con- 
centrated in big cities. The problem created by the rising 
prices is, therefore, an urban problem and Government should 
devise a suitable scheme for the distribution of foodgrains to 
consumers in large cities at fair prices which would greatly help 
to solve the difficulties on this account. Government should 
arrange for distribution of foodgrains to Government servants, 
organised industrial labour and employees of large industrial 
and commercial organizations in big cities. So far as distribu- 
tion of foodgrains to industrial labour and to employees of 
commercial and industrial organizations is concerned, my Com- 
mittee feel that Government could usefully utilise the agencies 
of organised employers' associations in particular regions. They 
are sure that such institutions will come forward to extend their 
co-operation to Government in any scheme that they may for- 
mulate with a view to arrange for the distribution of foodgrains 
to their employees at fair prices. 

5. It will be equally necessary to concentrate on the pro- 
duction of subsidiary food such as milk, vegetables, fruits, fish, 
etc. so as to reduce the entire dependence on cereals. 

6. The non-availability of transport for movement of food- 
grains from one part of the country to the other, on particular 
occasions, may result in creating a temporary set-back in the 
supply position of foodgrains in a particular region resulting in 
temporary shortages and consequent rise in prices. It should 
be Government's aim to see that adequate transport arrange- 
ments are made for movement of foodgrains from one region 
to another on such occasions. 

My Committee have in the foregoing observations tried to i 

indicate some of the measures which may be usefully taken to 
relieve the situation created by the rising trend of prices. In 
doing so, they would respectfully submit that the situation is 
not one which would justify the imposition of controls on pro- 
duction and distribution and prices. These are measures which 
have to be adopted to meet a grave situation and in their view 
the food situation although little disquieting is not of a 
character which calls for such drastic remedies as the imposition 
^9 
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of full-fledged controls and introduction of rationing. In earlier 
years, under different set of conditions, the country has had to 
adopt these measures and it has enough experience of the 
attendant evils and the distortion which the system of control 
is likely to give rise to in the economy. My Committee, there- 
fore, earnestly urge that even after taking into consideration the 
diflicult food situation facing the country today, there is no 
justification to attempt to remedy the same by a system of con- 
trols and regimentation. As my Committee have already 
pointed out, perhaps the holding back of stocks by the producers 
may be one of the more important reasons contributing to the 
rise in prices. In this context, it is difficult to sustain the view 
that withholding of stocks by merchants is mainly responsible 
for bringing about a rise in prices of foodgrains. It is not the 
intention of my Committee to enter into a detailed examination 
of this aspect. Suffice it to say that in their view, the measures 
which Government have implemented for contraction of bank 
credit will help in keeping inflationary pressures under check 
especially in the food centres. The measures, if properly imple- 
mented, will augment the quantum of marketable surplus and 
reduce the scope for hoarding and speculative rise in the price 
of foodgrains. 

In conclusion, the Committee of the Chamber would like 
to summarise their main recommendations made in the fore- 
going paragraphs, as follows: 

(i) As a short-term measure. Government should main- 
tain buffer stocks, particularly in regions where scarcity 
conditions are more pronouncedly felt with a view to 
check effectively or bring down any upward trend in 
prices. 

(ii) The system of opening Fair Price Shops should be 
extended as and when necessary, in order to facilitate 
the supply of foodgrains to consumers at fair prices. 

(iii) Fixation of maximum and minimum prices for each 
variety of foodgrains should be considered, with a vieiv 
to ensuring reasonable and remunerative returns to the 
farmer. 

(iv) As a means of relieving absolute dependence on cereals. 
Government should equally concentrate on production 
of subsidiary food items, such as milk, vegetables, fruits, 
fish, etc. 

(v) Suitable and adequate provision for transport facilities 
for movement of foodgrains over different areas. 
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(vi) In view of the past none too satisfactory experience 
imposition of controls and rationing should not be 
resorted to, and instead, 

(vii) contraction of credit, especially in major food pro- 
ducing areas, may be undertaken in order to keep pos- 
sible inflationary pressures under check. 

My Committee urge that the Foodgrains Enquiry Committee 
will give earnest consideration to the observations made herein.. 


APPENDIX 44 

Code of Conduct for Insurers 

Letter No. 10 5 -IF (27) j 56 dated 2nd April 1958 from the 
Secretary j Executive Committee, General Insurance 
Council to Chamber. 


In order to associate the insurance industry in the adminis- 
tration of the Insurance Act, 1938, that Act was amended in 
1950 providing for, inter alia, the establishment of an Insurance 
Association of India. All insurers carrying on general insurance 
business in India are members of the General Insurance Council 
of that Association. The authority of the Council is its Execu- 
tive Committee which consists of individuals partly elected by 
the insurers themselves and partly nominated by the Govem- 
nient. The main function of this Committee is to aid and 
advise insurers in the matter of setting up standards of good 
conduct and sound business practice. Towards that end in view 
the Committee evolved in 1952 a Code of Conduct for observance 
by members of the General Insurance Council. Recently the 
Committee, under the chairmanship of Shri H. M. Patel, I.C.S. 
Principal linance Secretary to the Government of India re^ 
viewed the progress of the industry since the inception of the 
Code and decided to add certain requirements of a far-reachinc* 
nature which call upon insurers ^ 

(i) to maintain certain minimum departmental reserves; 

(ii) to maintain certain minimum margin between their 

assets and their liabilities, called the Minimum Security 
Margin; and ^ 

(iii) except in specified cases, to collect premium before 
assuming risk. 


• h- ‘usurers are also required to voluntarily submit to 
periodical inspections by the Controller of Insurance. 


452 


REPORT OF THE 


3. Annexed hereto are the form of voluntary undertaking 
to be given by the insurers and brief details of various require- 
ments. 

4. The Executive Committee has desired that the new 
stipulations as above imposed on the insurers be made known 
to the insuring persons, soliciting their co-operation in creating 
healthy market conditions and thus enabling insurers to abide 
by the directives of the Committee. Needless to emphasize here 
that the well-being of the Insurance Industry will in the long 
run be to the advantage of the insuring persons whose needs it 
caters to. I have, therefore, to request you to kindly bring this 
to the notice of your members and do your best to extend a help- 
ing hand in making the new measure a success. 

FORM OF UNDERTAKING 

The Board of Directors of 

(name of the company) 

hereby give an undertaking to the Chairman of the Executive 
Committee of the General Insurance Council of the Insurance 
Association of India to — 

(a) afford all necessary facilities for such inspection as may 
be directed by the Controller, as often and at such 
intervals as he finds necessary; the purpose of inspection 
being to establish that business is being conducted in 
accordance with sound business principles and practice 
and in accordance with law, tariff regulations and 
directives of the Executive Committee, and that a pro- 
per value is placed on assets and liabilities; 

(h) (i) abide by such disciplinary action (warning or fine 
not exceeding Rs. 1,000) as the Controller in con- 
sultation with an independent body to be set up 
by the Chairman of the Executive Committee may 
impose on the Company; 

(ii) abide by such disciplinary action, including termi- 
nation of services against any of its employees or 
agents as the Controller in consultation with the 
said independent body to be set up by the Chair- 
man of the Executive Committee, may direct: Pro- 
vided that the disciplinary action to be taken against 
any employee should be such as the Company can 
lawfully take. If the Company experiences any 
difficulty, the matter may be referred to the Execu- 
tive Committee; 
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(c) provide in the Revenue Accounts furnished under the 
Insurance Act, 1938, the minimum departmental 
reserves specified by the Executive Committee; 

(d) ensure that the minimum information to be specified 
by the Executive Committee as required to be readily 
available in insurers’ accounting systems is so available; 

{e) maintain an excess of assets over liabilities which is not 
less than the minimum security margin prescribed by 
the Executive Committee; 

(/) assume on or after first March 1957, no risk before the 
premium has been received by the insurer, except in 
such cases and under such conditions as are specified 
by the Executive Committee; 

te) S^^nt on or after 1st January 1957, no loan on personal 
security; 

(h) maintain such particulars and information regarding 
the administrative and development staff, premiums, 
commissions, claims and refunds as may be specified by 
the Executive Committee. 

I. Minimum Departmentai. Reserves 

(i) The minimum departmental reserves to be provided by 
way of unexpired risk reserve plus additional reserves, 
if any, shall be 50% of the net premium income in the 
year in Fire and Miscellaneous (including Aviation) 
Departments, and 100% in the case of Marine Cargo 
and Marine Hull business. 

(ii) Insurers whose reserves as on the 31st December 1956 
are less than the above percentages shall increase the 
same each year by not less than 2% of the net premium 
income or the profit earned in the department which- 
ever is higher, provided that on the 31st December 1956 
they shall maintain not less than 42% in Fire and Mis- 
cellaneous Departments, 52% in respect of Marine Cargo 
and 100% in respect of Marine Hull business. In the 
case of Country-craft insurers, the Controller of Insur- 
ance may lower these percentages to the extent he 
deems fit. 

(iii) The Controller of Insurance may relax the above 
requirement and fix lower percentages in individ ual 
cases for any particular year if undue hardship will 
otherwise be caused. 
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II. Minimum Security Margin 

(i) Every general insurer shall maintain an excess of Assets 
over Liabilities of at least Rs. 5 lakhs or 10% of his 
net premium income, whichever is higher. 

(ii) The existing insurers who do not have this excess mar- 
gin at present will be given time to come up steadily 
to this level by the 31st December 1959. 

(iii) In respect of insurers not having a share capital and 
operating in a restricted way, i.e. not doing business 
with the general public, the excess margin will be such 
as may be fixed by the Controller of Insurance. 

(iv) In the case of Country*craft Insurers, the excess margin 
shall be Rs. 1 lakh or 10% of the net premium income, 
whichever is higher, but such an insurer will be allowed 
to come up to this level by adding to whatever excess 
margin he holds as on 31st December 1956, at least Rs. 
5,000 each year by way of additional margin. The 
relevant sum for the year or 10% of the premium in- 
come in that year, whichever is higher, will be the 
minimum margin for such an insurer. 

(v) The minimum margin which has to be maintained by 
an insurer (Indian or non-Indian) will be assessed in 
respect of his world business. 

(vi) In valuing the assets a proper value will be placed on 
all the assets. Generally the realisable assets not real- 
ised within a certain period and assets of unrealisable 
character shall be excluded. Furniture, Fixtures, Dead 
Stock and Stationery shall also be excluded. 

(vii) In valuing the liabilities. Share Capital plus other free 
reserves shall not be included. All other liabilities like 
provision for dividends and unpaid dividends, reserves 
for unexpired risks upto a specified percentage of the 
net premium income, outstanding claims, amounts due 
to insurance companies, sundry creditors and provision 
for taxation, etc. shall be included. 

^viii) A statement of Assets and Liabilities and the values 
placed thereon, certified by the auditors of the insurer, 
shall be submitted to the Controller of Insurance along 
with the Annual Accounts. 
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III. Minimum Information and Particulars to be 

MAINTAINED BY INSURERS 

The folldwing infonnation should be readily available: 

(A) A summary of the Numbers of Policies, Renewal Docu- 
ments, Endorsements, Refund Endorsements issued by 
a company at each of its units, every month, showing 
the premium income derived under each head. 

[Each insurer must have in force an adequate check- 
ing machinery to control the issue of the above 
documents and to ensure that no risk is assumed 
without being recorded properly at the Unit con- 
cerned. Every document used for the assumption of 
risk should be serially numbered and a proper 
account of all such documents issued to Develop- 
ment Personnel authorised to commit the company 
on a risk should be maintained.] 

(B) An analysis of a company's premium income for all 
Indian business, giving Direct Premiums, Facultative 
and Treaty Reinsurances (incoming and outgoing) and 
corresponding commission debits and credits. 

[The checking machinery must ensure that premium 
payments provisions of the Code of Conduct are 
properly observed and that there is daily reconcilia- 
tion of premiums due from a Unit and premium 
collected at each such Unit. The Head or Control- 
ling Office should also maintain a daily record of 
premium credits and corresponding cash receipts and 
outstanding balances in respect of each Unit together 
with a final reconciliation of outstanding balances 
at the end of the following month. The Checking 
Machinery should exercise proper control over pay- 
ment of refunds on account of alterations or cancel- 
lations of risks and the co-related commission reco- 
veries to be made from the agents. It should also 
ensure that all refunds exceeding Rs. 500 are made 
by means of crossed or order cheques drawn in 
favour of insured only. All transactions relating to 
Reinsurances should be properly recorded and the 
insurers concerned should exchange confirmatory 
accounts six monthly,] 

^C) A summary of the number of claims incurred by an 
insurer in India with corresponding payments by 
departments, each group further sub-classified accord- 
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mg to whether payment was made on the basis of a 
Surveyor’s report or otherwise. 

[The checking machinery should exercise effective 
control over the settlement of claims and see that 
claims are paid against registered policies only and 
there is either a Surveyor’s report or some other 
independent evidence of loss in support of each 
claim. Claims over a certain sum, say Rs. 5,000, 
should be sanctioned with the previous sanction of 
the Head or Controlling Office concerned and all 
claims exceeding Rs. 500 should be paid by crossed 
or order cheques. Details of all claims paid in India 
and those paid outside India in respect of policies 
issued in India including ex-gratia payments, out- 
standing claims and all essential recoveries made or 
to be made in respect of Salvage, General average 
and Subrogation, etc. should be readily available.] 

(D) Classification of Expenses of Management under the 
various Heads as specified in Form ‘ B ’ under the pre- 
sent Code of Conduct, and records of Expense ratios 
under various Heads to ** Gross Direct Premium ” and 
to “ Volume of Work 

[All expense entries should be supported by a proper 
voucher and all payments except petty ones should 
be made by crossed and order cheque. A separate 
record should be maintained of all travelling and 
entertainment expenses. There should be a register 
in each Controlling Unit of salaries and other details 
of the employees. This record should be separate 
for Inspectors, Organisers and all other persons on 
the development side including Regional Managers, 
Branch Managers /Secretaries and should include 
inter alia details of each individual’s capacity to deve- 
lop the insurer’s business. A performance record for 
each development personnel should also be main- 
tained showing his area of operation, his remunera- 
tion and performance and details of the organisation 
working under him and the analysis of business 
client-wise for clients paying premiums over a stipu- 
lated amount.] 

General 

All investments and title deeds of the insurer’s own pro- 
perties must be deposited and held in safe custody with 
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Scheduled Banks. Information regarding withdrawals and 
deposits from safe custody should be readily available. 

Each insurer shall maintain details of the operations of 
each unit, showing the Premium Income, Claims and Commis- 
sion by Departments, and Development and other Administra- 
tive Expenses for the Unit as a whole. 

IV. Payment of Premiums 

1. No risk shall be covered unless and until the insurer 
has collected the premiums. 

2. A risk may however be covered if there is a Bank 
Guarantee sufficient to cover the premium in respect thereof or 
there is sufficient deposit with the insurer to the credit of the 
Insured or the agent to cover the payment. Xhe premium in 
respect of risks assumed in a calendar month should be paid 
before the end of the next succeeding calendar month. 

3. In the case of risks for which premium can be ascer- 
tained in advance, risk shall be deemed to have commenced— 

(a) on the date on which the premium has been delivered 
in cash or by cheque to the insurer or to his agent duly 
authorised in that behalf; 

(fc) on the date on which the premium has been remitted to 
either of them in cash or by cheque by either regis- 
tered post or under a letter with certificate of posting, 
or by money order. 

N.B.: 

A (i) It is agreed that the agent shall deposit the premium 
so collected with the insurer within 24 hours of the 
colleaion, excluding bank and/or postal holdings. 

A(ii) In case of a request for insurance accompanied by a 
cheque or a money order, it will be permissible for 
the insurer to retrospectively commence the risk from 
the date of posting the premium. 

4. In the case of Declaration policies, premiums shall be 
deemed to have been paid if paid on the basis of 75% of the 
sum insured. The balance of the actual premium shall be cal- 
culated and collected within 60 days from the dates of expiry 
of policies. 

5. The legitimacy of Bank Clauses shall be acknowledged. 
Banks being held responsible for payments of any premium 
that may become due. 
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6. In the case of insurance policies issued on the basis of 
adjustable premiums, such as Workmen’s Compensation and 
Cash-in-Transit insurances, the payment of a provisional pre- 
mium based on a fair estimate shall constitute due payment 
of premium. Final adjustments of premium shall be made 
within 60 days from the dates of expiry of policies. 

7. In the case of annual insurances ‘ connected with air- 
craft hulls ’ and * connected with marine hulls ’ facilities for 
delayed payment, or by means of instalments not exceeding 
four in number and on the basis of an approved clause, shall 
be allowed at the discretion of the insuring company, provided 
such clause is endorsed on the policy. Any adjustments that 
may be required where risks are rated on a Minimum and 
Maximum rate basis shall be made within 60 days of dates of 
expiry. 

It shall be legitimate to grant short period covers on the 
above risks on a held covered basis, provided the premium or 
additional premium in respect of risks assumed in a calendar 
month are paid by the end of the next calendar month. 

8. In the case of annual declaration policies ‘ connected 
with aircraft hulls’ and ‘connected with marine hulls’ any 
additional premium in adjustment of deposit premium shall 
be paid within 60 days from the dates of expiry of policies. 

N,B , — The words ‘ connected with ’ means all ancillary 
insurance normally attaching. 

9. In the case of policies issued for long terms, such as 
contract performance Bonds or Guarantees, Contractors’ “All 
Risks ’’ policies, Machinery Erection policies and the like, it 
shall be legitimate to stagger the premium, as may be necessar)' 
according to custom, over the period of the cover, provided that 
the first equated instalment is higher than any other instalment 
by at least 5% of the total premiums payable and each instal- 
ment shall be payable in advance. Where the premiums are 
payable by declarations, they shall be deemed to be duly paid 
if paid within 15 days from the dates of receipt of declarations. 

10. In case of Schedule and Consequential Loss Policies, 
it shall be legitimate to collect premiums before the dates of 
inception or of renewal of risks on the basis of the previous 
year’s premiums. Any adjustment that may require to be made 
shall be made within 60 days from the dates of expiry. 

11. In the case of Marine Covers other than Hulls, 
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(a) in the case of inland shipments and transit risks, no 
relaxation is permissible, except that for open policies 
in respect of seasonal crops such as Tea, the payment 
of a provisional premium based on a fair estimate shall 
constitute due payment of premium. Final adjust- 
ment of premiums shall be made within 60 days from 
the date of expiry of the open policy. 

(b) In the case of exports overseas, premium shall be paid 
within 15 days from the date of sailing of the overseas 
vessel. 

(c) In the case of imports, premium shall be paid within 
15 days from the receipt of the declaration in India 
from the Insurer’s representative overseas. 

— For the purpo.se of Bank Guarantee, the premium shall 
be regarded to be due on the following basis: — 

(i) in the case of exports overseas, premium shall become 
due from the date of the sailing of the overseas vessel. 

(ii) in the case of imports, the premium shall become due 
on the date of the receipt of the declaration in India 
from the Insurer’s representative overseas. 

12. In cases where the exact premium for a risk cannot 
be ascertained without reference to Head Office or to the Tariff 
Committee, or for any reason, the risk may be assumed if there 
is a deposit made by the insured with the company at a suit- 
able rate not le.ss than annas four per cent. The premium 
must be adjusted within a month if it involves a reference to 
the Tariff Committee, otherwise within a week. The period 
for adjustment of premium shall be deemed to commence from 
the date on which the rate is advised to the insurer by the Tariff 
Committee. 

13. In the case of coinsurances the premium shall be 
deemed to have been duly paid if paid on the full insurance 
to any one of the coinsurers. 

Letter No. 1049 dated 8th May 1957 from Chamber to the 
Secretary, Executive Committee, General Insurance Council, 

I am desired to acknowledge the receipt of your letter 
No. 105-IF(27)/56 dated 2nd April 1957, forwarding copies 
containing additional requirements under the code of conduct 
for insurers carrying on general insurance business in India. 
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As desired therein steps are being taken to bring the same to 
the notice of our members. 

In doing so, however, they cannot help pointing out that 
before finalising and bringing into force the requirements 
which, as admitted in your communication, are of a far- 
reaching nature an opportunity should have been given to 
organizations like the Chamber to examine and express their 
considered views on the same. Such a course, it is felt, would 
have considerably assisted the task of the Council in formulat- 
ing and enforcing the requirements with reference to the 
matters to which they relate, in a manner as to obviate chances 
of avoidable difficulties to the various interests connected with 
the general insurance business. In this connection, a reference 
may be made to the requirement which prescribes that the in- 
surance risk should commence only on the payment of premia. 
Evidently, the practical difficulties involved in ensuring that all 
the connected interests adhere to this requirement, could not 
have been sufficiently appreciated. You are well aware of the 
disheartening feeling created among the members of the com- 
mercial community desiring general insurance cover, as also 
among the brokers and agents who act as a link between the 
insurer and the insured and render useful service in facilitating 
the placement of business with general insurers, by the pro- 
posal in this regard. It would appear that your Council has 
made an effort to meet the difficulties on this score by incor- 
porating the additional provision that “ a risk may however 
be covered if there is a Bank Guarantee sufficient to cover the 
premium in respect thereof or there is sufficient Deposit with 
the insurer to the credit of the insured or the agent to cover 
the payment. The premium in respect of risks assumed in a 
calendar month should be paid before the end of the next 
month succeeding calendar month 

This is merely to illustrate the point that the procedure 
of prior consultation would have very much assisted the task 
of the Council in formulating a condition, which while ensuring 
the achievement of the objectives with which it has been en- 
forced would, at the same time, not result in creating practical 
difficulties in its implementation. 

Now that the matter is finalised and the additional require- 
ment put into force, my Committee at this stage can only place 
on record their feeling as above on the subject. They are 
equally keen to see that the General Insurance business in the 
country is placed on a sound footing and that for this purpose 
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efforts are made to eradicate any malpractices prevalent in the 
industry. They only want to emphasize that this object could 
be better achieved by a process of education and persuasion 
and even when it is felt that the purpose could only be served 
by enjoining upon the various interests connected with the 
General Insurance business, obligations of a far-reaching char- 
acter, representative organizations of trade and commerce could 
with advantage be consulted in advance so that the pltimate 
scheme decided upon for enforcement is free from the possible 
CTiticism that in the effort to eradicate the malpractices, 
measures are being enforced which, perhaps, would render the 
growth and development of general insurance business difficult. 
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Difficulties under the Town Planning Act 

Letter No. 2627 dated 9th December 1957 from Chamber 
to the Government of Bombay, 

The demand for housing accommodation in Bombay has 
been increasing to a ^eat extent and it is an obvious fact that 
construction activity is not commensurate with the existing and 
prospective needs. It is, therefore, absolutely imperative that 
such steps should be taken as may be conducive to the creation 
of conditions whereunder building construction in the City 
receives an effective impetus. 

In this connection, it has been represented to the Com- 
mittee of the Indian Merchants Chamber that the different 
planning schemes framed in pursuance of the Town Planning 
Act, 1954, and the various restrictions stemming therefrom as 
also the practical difficulties experienced in complying with the 
requirements thereunder are, in a large measure, acting as a 
serious dis-incentive to fresh building construction activity in 
Bombay. My Committee consider that a stage has been reached, 
when this aspect of the problem requires to be thoroughly 
examined, with a view to removing such obstacles as may be 
coming in the way of construction and as are not calculated to 
give a sufficient impetus thereto. 

Before dealing with the difficulties in detail, my Committee 
would like to make it clear that while they are entirely one 
with Government in regard to the broad aims and principles 
of an orderly and regulated development of the different towns 
|n the State in accordance with modem ideas of urbanisation 
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and the requirements in the matter of sanitation, drainage, etc, 
the problem created by the influx of an ever-increasing number 
of people into industrial cities like Bombay and the consequent 
abnormally Rowing demand for residential accommodation has 
to be prominently borne in mind. Further, extension of the 
planning schemes to areas which have already registered a mea- 
sure of development cannot be made, without taking into special 
account the conditions and features obtaining therein. The 
Town Planning Act is an all-State legislation. Though the 
administration of the measure may be carried on in terms of the 
schemes evolved by the different local bodies like Municipal 
Corporations and Boroughs, such schemes are naturally prepared 
in conformity with the principle contained in the Act. Appli- 
cation of uniform standards and conditions creates practical 
hardships in so far as these standards and conditions are sought 
to be enforced in towns and cities which have already under- 
gone a fair degree of development. An instance in point is the 
City of Bombay; it is well known that, excepting areas covered 
by the far-flung suburbs, the areas round about and not distant 
from the centre of the City have already witnessed a programme 
of development, and the application of the set ideas of town 
planning in terms of the principles laid down in the main Act 
has not been found to be helpful from the point of view of 
having a further intensive building activity in such areas. 

The main points of difficulty and restriction, which have 
been placed before my Committee, may be referred to: The 
Town Planning legislation, which enables the freezing of land 
for purposes of regulating the space upto or within which build- 
ing construction could take place, militates against more bigger 
and cheaper buildings, particularly in the context of the existing 
urgency and need for more residential accommodation. The 
Rules framed by the Municipal Corporation in this behalf have 
been hampering progressive development of the City, inasmuch 
as they require two-thirds of the building site being kept vapant 
allowing only one-third thereof to be built upon, they restrict 
the height of buildings to the ground and three upper floors 
only, i.e. only 48 ft. as against the normal 72 ft., disregarding the 
possibility of providing additional floors by suitable extra 
arrangements such as set-back.s, etc. The end result of the Muni- 
cipal Rules is that the building potential of the available plots 
of land is considerably constricted. 

Again, the Town Planning Rules come directly in the way 
of development of a plot by its owner, for a number of years 
continuously, do not pamit of the full development of existing 
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buildings for a long time so as to augment their accommodation 
capacity, and render repairs to houses already in existence very 
difficult. Further, the impact of the betterment charges sought 
to be levied falls entirely on the owners of property, who are 
not permitted under the existing position to recover the same 
from the occupiers; this involves a financial burden on property- 
owners at a time when they are obliged to bear several other 
imposts. The benefits of such betterment are no doubt shared 
by the residehts of the area. Therefore, in fairness and equity, 
property-owners should be allowed to recover such betterment 
charges from the occupiers concerned. If found necessary from 
the viewpoint of administrative convenience, it may be so 
arranged that the entire charges be recovered from the owners 
and they, in turn, be authorised to recover the same from the 
occupiers on a proportionate monthly basis till the amount is 
recovered. 


The Committee of the Chamber have given their careful 
thought to the above aspects. They feel that the Town Plan- 
ning vScheme and the rules and regulations thereunder enforced, 
besides not being conducive to the progressive and early deve- 
lopment of the City, come directly in the way of giving an 
impetus to fresh construction activity in Bombay so essential at 
the present juncture. The question of the development of the City 
in its varied aspects should be thoroughly gone into by a high- 
level Committee. In the light of the findings and recommenda- 
tions of such a Committee, Government should proceed to frame 
a separate Town Planning Act for the developed parts of the 
City of Bombay and similar other Cities in the State, in the 
place of the present omnibus legislation. Such a Committee, 
it is felt, will be able to weigh the various factors and properly 
balance the ideas concerning town planning with the overall 
need for a^ substantial addition to housing accommodation in 
the City, so that suitable conditions may be created for a fuller 
realisation of the latter objective without any significant or 
material detraction from the requirements relating to Town 
Planning. 

The Committee of my Chamber request that Government 
will be pleased to give their earnest consideration to the points 
and suggestions uiged in the foregoing paragraphs. In parti- 
cular, they suggest that Government should appoint an Expert 
Body to examine the entire question of development of the 
City on modern lines, after taking into due account the condi- 
tions obtaining in this developed City and the future needs, and 
that the personnel of such a body should include representatives 
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of interests directly concerned. Government may thereafter 
frame a separate Town Planning Act based on such expert 
scrutiny. 
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Cost Consultant Practice in India 

Letter No. 282 doited 31st January 1957 from Chamber to the 
Ministry of Finance, Government of India. 

The attention of the Committee of the Indian Merchants' 
Chamber has been drawn to the need for patronising the spe- 
cialised profession of Cost Consultants in India by utilising 
increasingly the services of Indian firms of Cost Consultants and 
Cost 8c Work Accountants in the undertakings controlled and 
managed by State and Central Governments. There are a num- 
ber of reputed Indian firms operating in India for over a decade 
who have acquired qualifications in both Indian and English 
.systems of Cost Accounting whose services are not adequately 
made use of by Government. On the contrary, instances have 
been brought to our notice where a certain foreign firm esta- 
blished in India only a few months back has been given a number 
of assignments by the Government. My Committee have, on 
more than one occasion, represented that in all fields of activity, 
Government should give greater and greater encouragement and 
opportunities of service to Swadeshi enterprises as opposed to 
ioreign enterprises and only in cases where indigenous enterprise 
is lacking in skill, efficiency and preparedness or in quality should 
the Government look to foreign interests to fulfil the need. It is 
also the declared policy of Government to show a preference to 
and encourage Swadeshi goods and services. This policy of en- 
couraging Swadeshi services has been increasingly put into effect 
in the utilisation of services like banking, insurance, etc. My 
Committee, therefore, earnestly submit that in the matter of 
giving assignments to Cost Consultants and other professional 
services also. Government would be guided by the above larger 
policy of Swadeshi support. Moreover, my Committee wish to 
point out that, in this particular case, the advantages of appro- 
priateness and suitability aie more in favour of Indian firms of 
Cost Consultants, inasmuch as they would be able to render 
better justice to the job because of their familiarity with Indian 
conditions of manufacturing and organisation and management 
as also their mastery over the foreign system of Cost Accounting 
practice. Foreign firms, familiar only with conditions prevail- 
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lug England, which are quite difiFerent from manufacturing 
conditions in India, will not be able to do equal justice. Apart 
from the salutary principle of encouraging Indian professional 
seiwices, even conditions of eligibility and greater usefulness 
emphasize the point that. Indian firms of Cost Consultants and 
other professionals should be extended greater patronage and 
preference in the assignments granted by Central and State 
Governments. 

My Committee hope that Government will give favourable 
consideration to the above request. 

Letter Ao. 10{4)-INST j 57 dated 28th February 1957 from the 
Government of India to Chamber. 

" I am directed to refer to your letter No. 282 dated the 31st 
January 1957 on the above subject and to say that Government 
have noted the request of your Chamber that the services of 
Indian firms of Cost Consultants should be increasingly utilised 
in the undertakings controlled and managed by the State and 
Central Governments. Other things being equal, it is the gene- 
ral policy of Government to give preference to Indian enterprise 
in the professional field, but I am to point out that as the pro- 
fession of Cost Accountancy is still in its infancy in this couxury. 
Government can visualize having to allow use of tlie services of 
foreign firms of Cost Consultants in appropriate cases where 
found necessary. 

I arn however to add that this Department is not aware of 
what assignments have been given to the foreign firm of Cost 
Consultants referred to in your letter and by which Government 
agency. 
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Shifting of Factories from the City Limits 

Letter No. 285 dated 1st February 1957 from Chamber to the 
Governmejit of Bombay, 

The Committee of the Indian Merchants* Chamber are 
given to understand that the question of evolving a long-term 
policy in regard to the location of Industries in Greater Bombay 
IS under the active consideration of Government and that for 
the purpose thereof a Conference between the representatives 
of Government, Municipal authorities and other connected 
interests is being held shortly. While the Committee, no doubt. 
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appreciate the importance of evolving a proper programme for 
location of industries in the future, they would, at the same time, 
like to urge that the practical realities facing the industries, 
which have already been established and developed in certain 
areas, have also to be prominently taken into account. 

In this connection, they would particularly like to urge for 
the earnest consideration of Government the position of the 
variety of small-scale industries that have been developed and 
traditionally established in Khumbharwada and similar areas. 
As the authorities are, no doubt, aware, in this area, a variety 
of industrial operations are being carried on by small units for 
a long period of time and if, as a result of any new programme 
or policy evolved by the authorities, they are displaced from the 
locations in question, there would not only be serious disorgani- 
sation in their own activities, but also in the activities of the 
buying and consuming interests whom they serve. 

Before, therefore, any final programme in regard to the loca- 
tion of industries for the future is evolved and drawn out, the 
Committee submit that this aspect should be prominently taken 
into consideration and at any rate representative organisations of 
industries like this Chamber and other organisations should be 
given an opportunity to place before Government their views 
and suggestions in the matter. 

The Committee take this opportunity of suggesting that 
Government should convene an informal conference of all the 
interests concerned before finally taking any decision in the 
matter. 

Letter No. MGR 1742 dated 18th June 1957 from the 
Municipal Commissioner to Chamber, 

I refer to the meeting in my room today, at which your 
representative was present, when the question of the location 
and shifting of factories was discussed. I then stated, and 
hereby record for your information, that the following consti- 
tute the approach of the Corporation to the problem: 

(i) In respect of old establishments, shifting from exist- 
ing unsuitable locations will be insisted upon only 
after they have been offered alternative accommoda- 
tion, if they are not able to find it themselves. 

(ii) In deciding that an undertaking must shift sooner or 
later, the considerations that will be taken into 
account will be the nature of the manufacturing pro- 
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cess, the nuisance, if any, that it creates, the invest- 
ment invblved, the nature of the surrounding locality 
and the future needs of orderly development. These 
considerations will not apply in the case of recent con- 
cerns established either without permission or despite 
objections taken ab initio, 

(iii) The Corporation will, wherever possible, try to deve- 
lop industrial estates for the eventual re-siting of 
objectionable concerns. Government is also taking 
steps in the same direction; and some initiative has. 
been taken by industrial associations, 

(iv) You may represent specifically the cases of your mem- 
bers in respect of whom it is felt that the Corporation’s 
decisions as to the nature of the permit issued or pro- 
poped appear harsh or improper. All such cases will 
be personally reviewed by me after spot inspection. 


APPENDIX 48 

Subsided Industrial Housing Scheme— Difficulties in 
obtaining Vacant Possession of Houses constructed 
under the Scheme 

Letter No. CSH-2053 j 50363-F dated 12th October 1951 from 
the Government of Bombay to Chamber. 

I am directed to refer to the correspondence resting with 
your letter No. 3027 dated the 1st January 1957 on the above 
subject and to state that after further consideration of the 
matter in consultation with the Government of India, it is not 
considered necessary to alter the decisions already communi- 
cated to you under Government letter. Industries and Co- 
operation Department, No. CSH-2056/4929-C, dated the 8th 
November 1956. 

Letter No. 2338 dated 1st November 1957 from Chamber 
to the Government of Bombay. 

I am desired to acknowledge receipt of your letter No. 
f^SH-2053/50363-F dated the 12th October on the above subject. 

My Committee regret very much to note that Government 
do not think it necessary to alter their earlier decision. While 
Government are on the one hand intensifying their policy 
r^rding industrial housing and towards that end taking all 
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steps in the direction of compelling employers to provide 
accommodation to their employees, it is a matter of great con- 
cern that Government do not, on the other hand, appreciate 
the difl&culties inherent in the situation arising out of the refusal 
by employees to vacate the premises occupied by them on their 
discharge from service. As a result of such action on the part 
of the employee the employers would in addition to being put 
to the trouble and expense of taking the necessary proceedings 
in a Court of Law for evicting the employees concerned be 
required to provide accommodation for those who may be 
engaged to fill in the places of the discharged or dismissed em- 
ployees. Thus an employer would not only be required to pro- 
vide the necessary accommodation for the employees in his 
service but also would have to keep ready additional accom- 
modation to meet the contingency enumerated above. 

The decision arrived at by Government to the effect that 
no special provisions are necessary for enabling employers to 
obtain vacant possession of premises occupied by employees who 
have been discharged or dismissed from service appears to have 
been based on the presumption that such cases would be very 
few and far between. As stated in our letter of the 1st Decem- 
ber last, my Committee are unable to agree with the above 
presumption. In any event, with the increase in the tempo of 
Industrial Housing the number of cases requiring eviction of 
employees is bound to increase and my Committee, therefore, 
feel that it would not be proper or justifiable to refuse to pro- 
vide for any remedy for difficulties of this nature. 

My Committee, therefore, once again request Government 
to reconsider the whole position thoroughly as the matter is one 
of prime importance to the industrial employers and provide 
for a suitable remedy to meet the situation. 

Letter No. CSIL2033 j 150005^ dated 14th December 1957 
from the Government of Bombay to Chamber, 

I am directed to refer to your letter No. 2338 dated 1st 
November 1957, on the above subject, and to state that the 
Various points urged in your letter have been carefully con- 
sidered by Government and it sees no reason to reconsider the 
decision already taken. 
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APPENDIX 49 
Accommodatum Control 

Letter No. 2390 dated 7th November 1957 from Chamber 
to the Government of Bombay. 

The attention o£ Government has been prominently drawn 
in the past to the difficulties resulting from the control exer- 
cised by Government on accommodation under the Bombay 
Land Requisition Act, 1948. The control was instituted to 
serve the needs of an emergency which now no longer exists.. 
As a matter of fact, the practice of allotting accommodation on 
the basis of requisitioning for private residential requirements 
has been discontinued and such powers arc now only in vogue 
for the purpose and in respect of Government’s own require- 
ments and the recjuirernents of Government and public servants. 
The control, therefore, is now serving the needs of a compara- 
tively small number of Government and public servants and in 
that view of the case a pertinent query has been raised whether 
Government are justified in incurring considerable expenditure 
for the maintenance of the organization in question. 

According to the present position, the accommodation con- 
trol is to remain in force till 31st December 1958 unless Govern- 
ment choose to notify prior to that date that the said Control 
Order will continue to be in force for a further specified 
period. 

The Committee of my Chamber wish to take this oppor- 
tunity to draw Government’s attention to this aspect and to 
reiterate once more their suggestion for the removal of the 
accommodation control and in the light thereof to urge that 
Government will announce at an early date their decision to 
discontinue control on accommodation in the City of Bombay 
in any case after 31st March 1958. 


APPENDIX 50 

Exemption from Excise Duty of Rectiaed Spirit used 
for Research Purposes 

Letter No. 2277 dated 21st October 1957 from Chamber to the 
Revenue Department, Government of Bombary. 

The Deccan Sugar Factories’ Association, Bombay, a body 
affiliated to the Chamber, have drawn the attention of my Com- 
mittee to the communication addressed by them to Government, 
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urging exemption from Excise Duty of rectified spirit con- 
sumed by Sugar Industries for purposes of Research. It would 
appear that, in response to an application for such exemption 
made by one of their member industries to the Collector of 
Poona, they have been informed that Government has 
decided not to extend the concession of duty-free supply of 
rectified spirit to industries which are instituted by a private 
enterprise **. 

Industrial and scientific research has been assigned an 
important place in the plans of economic development of the 
country, and Government have been in recent years towards 
that end setting up laboratories or institutes to carry on 
research respecting the tecliniques and processes of production 
in different industries. Similarly, several industrial establish- 
ments have been running their own research wings or depart- 
ments, and the techniques evolved out or the results of their 
research activities have been availed of and adopted by other 
manufacturing and processing units in the industries con- 
cerned. It, therefore, stands to reason that research operations 
carried on by institutions, irrespective of whether they are 
sponsored by Government or the private sector of industry, 
should be afforded all reasonable assistance and facilities. In 
the present case under reference. Rectified Spirit is required by 
a Sugar Industry so as to enable it to do research work in the 
matter of sugar manufacture, utilisation of by-products, etc., 
and the Committee of my Chamber strongly feel that the 
factory in question should be extended the facility of duty- 
free supply of Rectified Spirit for the purpose. 

I am to request that Government will be good enough to 
give their earnest consideration to the matter and issue instruc- 
tions for the exemption from Excise Duty of Rectified Spirit 
consumed by Sugar Industries for research activities. 

Letter No. RTS.1057 j 141915-J dated 13th November 1957 
from the Government of Bombay to Chamber, 

With reference to your letter No. 2277, dated 21st October 
1957, on the subject mentioned above, I am directed to enclose 
herewith a copy of Government letter No. RTS. 1057/ 124371-J 
dated 4th November 1957, addressed to the Deccan Sugar 
Factories Association, Bombay. In the circumstances stated 
theiein, it is regretted, the request for the exemption from 
Excise Duty on rectified spirit consumed by Sugar Industries 
for research activities cannot be considered. 
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{Enclosure to above letter): 

With reference to your letter No. DS/ 18/440 dated 5th 
August 1957, I am directed to state that the question of grant- 
ing the concession of duty-free supply of rectified spirit to 
individuals and institutions was considered in 1951 and 1952. 
Government then decided that alcohol used in bona fide 
research by the educational and research institutions should be 
exempted from the payment of Excise Duty, but that the posi- 
tion re: established industries was quite different in that, while 
bona fide educational institutions, etc. have no profit motive 
whatsoever, it is reasonable to assume that industries or the 
research laboratories maintained as adjuncts to established in- 
dustries are motivated by a profit motive. Nor is there normally 
the position that the results of research made in such indus- 
tries or laboratories are promptly available to the general 
public or that students interested in research from an educa- 
tional or scientific angle have access to such laboratories. 

In any case, the refusal to grant this concession is not 
likely to lead to such expenditure on the part of established 
industries as would hamper their work from the financial point 
of view. Government has reviewed this matter and has come 
to the conclusion tliat the decision mentioned above needs no 
modification. 

It is regretted, therefore, that your request that the con- 
cession of duty-free supply of rectified spirit required for 
research purposes should be extended to the member-factories 
of your Association, cannot be complied with. 


APPENDIX 51 

Provision for Arbitration in Supply Contracts 

Letter No, 595 dated 6th March 1957 from Chamber to the 
Ministry of Works, Housing & Supply, Government of India, 

The attention of the Committee of the Chamber has been 
drawn to the revised provision for arbitration in supply con- 
tracts in terms of which all disputes arising out of contracts 
entered into on the basis of invitation to tender issued by the 
Director-General of Supplies and Disposals, would be referred 
to the sole arbitration of the Director-General of Supplies and 
Disposals or some other person appointed by him. The Com- 
mittee wish to point out that in taking such a decision and 
requiring any dispute or difference being referred to the sole 
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arbitration of the Director-General of Supplies and Disposals 
or his nominee, Government have overlooked the psychological 
effect that such a provision would create in the minds of the 
tenderers. Even under the previous position where both the 
parties to the contract were entitled to nominate an arbitrator, 
the normal experience was that from the Government side a 
person in the employment of Government was appointed as an 
arbitrator. This created the feeling that a salaried employee 
was not likely to be free from the psychological influence of that 
position in the discharge of his function when he acted as an 
arbitrator in a dispute in which one of the contestants was his 
own employer, viz. Government. As you are aware this had led 
to a demand for appointment of an arbitrator who would be 
independent of Government and for this purpose it was suggested 
that Government should set up a panel of arbitrators composed 
of persons having a background of experience and legal acumen 
necessary for the purpose. 

The new provision regarding arbitration of supply contracts 
instead of taking note of this point of view, has gone a step 
further in that a contractor desiring to settle his dispute, arising 
out of the supply contract, by arbitration, is necessarily required 
to forego his right to appoint the arbitrator from his side. The 
new arrangement again lends itself to serious objection in that 
it has provided that arbitration by a Government servant or by 
a person who had to deal with matters to which the contract 
relates or by a person who in the course of his duties as a Gov- 
ernment servant has expressed on all or any of the matters in 
dispute or difference cannot be objected to. This position, my 
Committee believe, would lead to a general feeling of diffidence 
in the minds of the contractors about their case receiving fuller 
consideration in the arbitration proceedings. 

It may be well argued that a tenderer who is disinclined to 
refer dispute or difference to the sole arbitration of the Director- 
General of Supplies and Disposals, is free, in terms of the condi- 
tions of the contract, not to agree to such a position. In that 
event, however, he forgoes the right and facility of settling a 
dispute by arbitration and has to depend on the long drawn out 
process of getting it settled in a court of law. Government have 
notified that in the event of a tenderer not agreeing to the sole 
aibitration by the Director-General of Supplies and Disposals or 
his nominee, the relevant contract would not be subject to the 
provision of the Indian Arbitration Act, 1940, but would be 
subject to the ordinary law of the land. * 
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My Committee therefore request Government to take the 
above aspects into consideration and having regard to the over- 
riding need for imparting a feeling of confidence in the con- 
tractors, to review the arbitration arrangement in respect of such 
contracts in such a manner as would restore the right of the con- 
tractor to nominate an arbitrator from their side. My Committee 
request that Government will give early and earnest consideration 
to the suggestions made therein. 

Letter No, 1632-^PI 157 dated 20th March 1957 from the 
Government of India to Chamber, 

I am directed to refer to your letter No. 595, dated the 6th 
March 1957, on the above subject, and to say that the Stores 
Purchase Committee’s recommendation for suitably modifying 
the existing clause 21 of the General Conditions of Contract 
governing Department of Supply contracts (contained in form 
WSB. 13!^) has been fully examined and considered by Govern- 
ment. As a result, and after a review of the working of the 
existing clause, it has been decided to delete this clause and to 
substitute a new clause. 

It may be mentioned, in this connection, that there is already 
a provision regarding sole arbitration by the Head of the Orga- 
nisation or his nominee in the Disposals, C.P.W.D. and Food 
Ministry’s contracts. 

2. As regards the apprehension of suppliers about their 
cases not receiving fuller consideration of the Government sole 
arbitrator, who has already expressed his views on all or any 
of the matters in dispute, it may be stated that as a sole arbitrator 
he would act in his judicial capacity (and not in his executive 
capacity) and in the capacity he is expected to be impartial. 

3. In the circumstances, the Chamber will appreciate that 
it is not possible to revise the arbitration clause. 

Letter No, 1063 dated 8th May 1957 from Chamber to the 
Government of India, 

I am desired to acknowledge the receipt of your letter No. 
1632/PI/57 dated the 20th March 1957 on the above subject. 
My Committee have given careful consideration to the observa- 
tions contained therein and I am now desired to address you as 
under: ^ 

In expressing your inability to accept the suggestion for a 
modification in the arbitration clause you have pointed out that 
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the provision has been incorporated as a result, and after a 
review of the working of the existing clause and after examining 
the recommendation of the Stores Purchase Committee on the 
subject. My Committee would like to invite Government’s 
attention to this particular recommendations which suggested that 
what was necessary with a view to bring about in the then exist- 
ing position was to remove the unfettered discretion enjoyed 
by the contracted parties in nominating their arbitrators. For 
this purpose it was recommended that the nominee of either of 
the contracted parties to the dispute should either be a person 
whose name is borne on the panel of arbitrators maintained by 
the Federation of Indian Chambers of Commerce Sc Industry or 
a person who has for not less than 10 years practised as an 
advocate of the High Court in India or held office under a Gov- 
ernment in India or a combined experience of practice and 
judicial office. It was specifically recommended that the person 
so nominated should not in any way be interested in the matter 
to be arbitered. 

The provision for the sole arbitration of the Director- 
General of Supplies and Disposals or some other persons 
appointed by him evidently cannot be deemed to be in confor- 
mity with the recommendation of the Stores Purchase Committee. 
The provision as modified is, as my Committee have pointed out 
in their earlier communication, from the point of view of the 
suppliers, very unsatisfactory in that it altogether removes the 
right of the suppliers to nominate an arbitrator instead of 
placing some measure of restriction as recommended by the Stores 
Purchase Committee. Government again seem to maintain that 
the existence of similar provision in the arbitration clause of 
contracts of some of the other Ministries justifies the present 
modification of the arbitration clause in the contracts with the 
Directorate-General of Supplies and Disposals. In this connec- 
tion, it may be pertinent to point out that the existence of such 
a provision in the arbitration clause of the contracts of some of 
the other Ministries of the Government of India has given rise 
to an element of serious dissatisfaction and the issue is being 
agitated for bringing about an improvement in the position so 
that the contractors would feel reasonably sure of receiving a 
fair consideration of their cases in the arbitration proceedings. 

My Committee, therefore, once again request Government 
to review their decision in the matter in this regard and to restore 
the earlier position which conferred on both the parties of the 
contracts the right to nominate an arbitrator from its side; if 
any modification in the position is to be brought about it may 
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well be on the lines recommended by the Stores Purchase Com- 
mittee that the person chosen by the contracting parties for being 
an arbitrator should conform to the conditions laid down by the 
Stores Purchase Committee, a reference to which has been made 
earlier in this communication. 

An early reply is requested. 

Letter No. Ptir^l9 1 Recom. 105155 dated 17th May 1957 
from the Government of India to Chamber. 

I am directed to refer to your letter No. 1063, dated the 
8th May 1957, on the above subject, and to say that the revised 
arbitration clause provides for the tenderer to exercise an option 
at the time of submitting his quotations to reject thijs clause in 
which case there would be no provision for arbitration at all 
and the ordinary course of law for disputes, if any, in a Court 
of Law would prevail. It would seem that in considering the 
fairness or otherwise of the new clause as now adopted, you have 
not considered this option which can be exercised by a tenderer 
at the time he/they submits his/their offer, particularly as it has 
also been made clear that exercise of this option at the time of 
submission of tender would in no way act harshly on the tenderer 
if the offer is otherwise acceptable; to make this position clear a 
specific clause to this effect has been provided for in the invita- 
tion to tenders. 

2. Clear instructions have accordingly been issued to the 
Director-General of Supplies and Disposals that acceptance or 
otherwise of the clause should not influence the decision of the 
tender. There can, therefore, be no question of the clause being 
treated as unfair, or in any way contrary to the directive princi- 
ples of the Constitution. 

3. As stated in an earlier communication, the new clause 
has been adopted by Government after most careful consideration 
and after a review of the working of the previous clause and an 
examination of the recommendation of the Stores Purchase 
Committee. It is felt, therefore, that the new clause should be 
given a fair and reasonable trial. 

Letter No. 1263 dated 1st June 1957 from Chamber to the 
Government of India. 

I am desired to acknowledge the receipt of your letter 
No. Pur-19/Recora. 105/55 dated the 17th May 1957 on the 
above subject. My Committee have given a very careful con- 


REPORT OF THE 


476 

sideration to the observations contained therein and they now 
desire me to address you as follows: 

The reply would seem to suggest that in view of the fact 
that a contractor is given an option to go to a court of law in 
case he is not agreeable to an arbitration by the Director-General 
of Supplies and Disposals or his nominee, the revised position 
is not in any way unfair to a contractor. My Committee, how- 
ever, w’^ould like to point out that they have all along been 
stressing that, even considering the option given to a contractor 
to go to a court of law, the revised provision regarding arbitra- 
tion in supply contracts is not satisfactory. In this connection 
they would like to invite your attention to their following 
observations in their communication No. 595 dated the 6th 
March 1957 on the subject: 

“ It may be well argued that a tenderer who is disinclined 
to refer dispute or difference to the sole arbitration of the 
Director-General of Supplies and Disposals, is free, in terms of 
the conditions of the contract, not to agree to such a position. 
In that event, how^ever, he forgoes the right and facility of 
settling a dispute by arbitration and has to depend on the long 
drawn out process of getting it settled in a court of law.” More- 
over as they have already pointed out in their earlier communi- 
cation, it is inherent in any scheme of arbitration that both the 
parties to the dispute should have the right to nominate an 
arbitrator from their side and my Committee do not see any 
justification for the modification of the provision in a manner 
as wa3uld entitle the Director-General of Supplies and Disposals 
or some other person appointed by him to be the sole arbitrator 
for the purpose of resolving the disputes arising out of supply 
contracts. 

They, therefore, once again request Government to review 
the position in the matter and to restore the earlier position 
which conferred on both the parties of the contracts the right 
to nominate an arbitrator from their side. As has been stated 
earlier, there may be scope for the modification of the position 
on the lines recommended by the Stores Purchase Committee. 
After a careful consideration of the position that Committee 
recommended that the contracting parties should be required 
to nominate an arbitrator who should be a person whose name 
is borne on the list of arbitrators maintained by the Federation 
of Indian Chambers of Commerce 8c Industry or a person having 
combined experience of practice and judicial office. My Com- 
mittee do not see any reason why if any modification in the 
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earlier position was to be made the same should not be on the 
lines of the considered recommendation of the Stores Purchase 
Committee. 

My Committee, therefore, once again request that Govern- 
ment will give due consideration to the views and suggestions 
contained herein. 

Letter No. Pur-19 j Recom. 105153 dated 12th June 1957 
from the Government of India to Chamber. 

I am directed to refer to your letter No. 1263 dated 31-5-57 
on the subject mentioned above. The Government agree that 
the contractor should have the right and facility of settling a 
dispute by arbitration and should not have to depend on the 
long drawn out process of getting it settled in a Court of Law. 
Ail the same, it should be appreciated that the previous arbitra- 
tion clause, far from enabling disputes arising out of contracts 
to be settled expeditiously so as to avoid the long drawn out 
process of getting it settled in a Court of Law was as cumber- 
some, and resulted in as long drawn out and prolonged a process 
as would have been the case had the matter been referred to a 
Court of Law. Further in making their recommendation, 
referred to by the Chamber in their above letter, the Stores 
Purchase Committee had also appreciated that the previous 
arbitration clause had not worked satisfactorily and in the general 
interests of Government or reputable suppliers. 

It is therefore considered that the present arbitration system 
will provide inexpensive and speedy means for settlement of 
disputes, unlike the old system which mostly proved lengthy, 
cumbersome, expensive and tortuous, as explained above. As 
has already been pointed out, the sole arbitration system already 
prevails in case of Disposals, C.P.W.D., and Food Ministry’s 
contracts and has worked well to the satisfaction of all parties. 

As earlier stated, the recommendation of the Stores Purchase 
Committee and other points made by you were all very care- 
fully considered by the Government. As a result it was felt that 
acceptance of such a recommendation would not remove the 
basic defects and weaknesses in the previous arbitration clause 
as shown up in its working and that, therefore, the revised clause 
as now adopted by Government was the best in the interests of 
all parties. 
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Conditions governing the Contract of the Central Public 
Works Department 

Letter No. 2114 darted 1st October 1957 from Chamber to the 
Ministry of Works, Housing & Supply, Government of India. 

The Committee of the Indian Merchants’ Chamber have 
received representations from interests concerned in regard to the 
difficulties experienced by them, as a result of the various clauses 
in the Contract Forms adopted by Government for the execution 
of Civil Engineering contracts. 

It has been pointed out that the conditions of contract are 
one-sided, arbitrary and consequently are not serving the best 
interests of both the Government as well as of the contractors. 
These provisions, in main, relate to the powers vested in the 
Engineer-in-charge. Important powers, such as those relating to 
the interpretation of the various clauses of the contractors, speci- 
fications, drawings, quality of work, approval of materials and 
workmanship are vested in the Engineer-in-charge and his deci- 
sion is final and binding on the contractors. The contractors 
have pointed out to my Committee as to how the vesting of the 
final authority in regard to decisions on such important matters 
would place them in a very difficult position, being not in a 
position to appeal to a higher authority. It has been suggested, 
therefore, that, with a view to bringing about an improvement 
in the position, Government should agree to modify the parti- 
cular provision in such a manner as to entitle a contractor to 
refer the matter to the Chief Engineer for the purpose of a final 
decision, failing which to Arbitration, as laid down in the 
contract. 

Another difficulty, to which attention of my Committee has 
been invited, is in regard to the inordinate delay experienced in 
many contracts in the matter of payment of Bills in respect 
of works executed by the contractors. Though it has been laid 
down that the payment is to be made within a particular time- 
limit, it is not paid accordingly; it has been mentioned that 
in some contracts there is no time whatsoever for making final 
payments with the result that the contractors are put to great 
hardship and are prevented from making use of their moneys for 
other purposes. It has, therefore, been suggested that the Com 
tract F orm should contain a specific provision laying down a 
time-limit within which the bills of contractors must be paid 
and this should be enforced. 


INDlkN MERCHANTS* CHAMBER ^ 479 

Normally, under a scheme of arbitration, both the sides to 
a dispute should have the right to nominate Arbitrators. In the 
particular case, however, a dispute in relation to a particular 
contract is required to be referred to a single Arbitrator to be 
appointed by the Government from one of the Officers of the 
Same Department. In this connection, it may be pertinent to 
point out that in connection with contracts of the Director- 
General of Supplies 8c Disposals, uptil now a provision existed 
whereby both the parties to the dispute were authorised to nomi- 
nate an arbitrator from their side. Since recently, however, that 
position has been altered and the arbitration in regard to a 
dispute arising out of the contract is required to be referred to 
the Director-General of Supplies 8c Disposals or an Officer 
appointed by him in that behalf. My Committee have repre- 
sented to Government disapproving of the modification and 
pointing out in particular that it was not fair that one of the 
parties to the dispute should not have a say in the mater of 
appointing the Arbitrator to whom the dispute is being referred 
for arbitration. 

Similarly, in the case of contract for Public Works Depart- 
ment also my Committee suggest that the provision should be 
modified so as to confer on the contractors a right to nominate 
an arbitrator agreed to by both the parties. There shall be no 
more delay in the completion of arbitration proceedings by a 
single arbitrator agreed to by both the parties as in the case of 
a single arbitrator nominated by the Department. It may be 
argued that the unrestricted choice in the matter may lead to 
inordinate delay in the progress of arbitration proceedings and 
may ultimately defeat the very object which is sought to be 
served by seeking to settle a dispute through the machinery of 
arbitration. There may be some justification for this point of 
view but the remedy lies in restricting the choice of arbitrators 
from amongst the panel of arbitrators recognised by Government 
for the purpose. The Committee, therefore, request that the 
arbitration provision in the contract should be modified so as 
to confer on the contractor a right to nominate an arbitrator 
agreed to by both the parties in case of dispute arising out of 
contract with the Central Public Works Department. 

My Committee in this connection would like to refer to the 
discussion on this aspect at the last meeting of the Purchase 
Advisory Council when it was agreed that the clause would be 
suitably modified so that, in event a dispute is referred to arbi- 
tration, the Arbitrator would be a Judical Officer of long stand- 
ing appointed by the Law Ministry. 


480 


REPORT O F * T H U 


Compensation for delay on part of Contractors and on part of 
Department : 

Very often the contractors are not able to commence their 
work in relation to a particular project due to their not being 
:able to obtain requirements which under the contract, Govern- 
ment is obliged to provide. The delay in the commencement 
of the work due to these reasons often places a Contractor in 
serious difficulties and monetary loss, e.g. the Contractor would 
not be able to commence his activities due to delay on the part 
of Government in fulfdling the obligations under the Contract 
.such as Issue of Stores, Tools, Plants, etc. It has been suggested 
that a suitable provision should be made in the Contract Form 
for compensating the Contractors for the loss that might have 
been sustained by them in the circumstances referred to herein. 

On occasions when a Contractor is not able to complete 
-or execute the work undertaken by him in terms of the contract 
by the time limit laid down for the purpose of that contract he 
would be liable to pay a penalty. The penalty for delayed com- 
pletion of works is 1% per day upto a maximum of 10% of the 
value of the ivhole work. It has been suggested that the penalty 
^should more appropriately to be completed and should not be 
based on the value of the whole work. 

The Building Contractors have an important role in the 
economic activities of the country particularly having regard to 
the fact that large-scale building activities are under way, for 
ithe construction of housing, aerodromes and other projects, etc. 
under the Five-Year Plan. 

The Contractors would be in a better position to function 
more effectively if some of the more difficult conditions of the 
contract under which they have to work are modified on the 
lines of the suggestions made herein. 

In this connection, it may be pointed out that the Builders' 
Association of India, an Association affiliated to the Chamber, 
has been making repeated efforts since some time past, to get 
the terms and conditions of the contracts suitably modified. It 
is understood that the Government appointed a committee to 
go into the question. My Committee are, however, not aware 
of the findings of the Committee and the request of the Asso- 
ciation was not entertained on the plea that the Report was 
meant for departmental use only. 

The Government oMndia in the Ministry of Works, Housing 
and Supplies, it is understood, have held three periodical meet* 
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ings with representatives of the various contractors and their 
associations since 1954. As a result. Government had agreed to 
modify three conditions in respect of Clauses 2, 5 and 3S— viz. 
the date of starting the work, the clause relating to extension of 
time and water charges on electrical works and have proposed 
some improvements in the existing rules of payment of Final 
Bill of undisputed amounts. 

The Contractors have been agitating for so many years on 
the irnportant issues of (1) arbitrary powers vested in Engineer- 
in-charge, (2) Arbitration, etc, etc, and no reasons have been 
advanced for not modifying or rejecting their suggestions. 

My Committee request that the suggestions made by the 
Builders’ Association of India to make the contract conditions 
fair and equitable to both the parties and particularly on some 
of the issues referred to herein should be given due and earnest 
consideration by the Government. 


Letter No. Cont.26(153) dated 18th October 1957 from the 
Government of India to Chamber. 

With reference to your letter No. 2114, dated the 1st October 
1957 on the subject cited above, 1 am directed to say that various 
points brought out in your letter have already been carefully 
considered by Government and the reactions of Government 
have been conveyed to the Civil Engineeiing contractors and 
their Associations at various periodical meetings. For your in- 
formation a statement showing in brief the reactions of Govern- 
ment is enclosed. I hope you will appreciate that Government 
have already given very careful consideration to various points. 

As the Chamber is aware periodical meetings are held 
between the representatives of trade and Government with a 
view to promote mutual understanding and trust. The next 
meeting is likely to be held in the month of November /December 
and Government would welcome a representative of the Chamber 
attending the meeting. If the Chamber is interested a copy 
of the agenda for the meeting will be forwarded in due course. 


STATEMENT 


Points 

1 . Arbitrary powers vested in 
Engineer-in-charge : 

Suggestion that the Enginecr-in- 
charge should not be vested with 
important powers such as those 
relating to interpretation of various 
clauses, . specifications, drawings, 
quality of work, approval of materials 
"and workmanship. 

31 


Remarks 


The Engineer-in-charge have in- 
structions that orders on various 
points should be issued after consult- 
ing the competent authority. If the 
contractors are not satisfied they may 
appeal to the senior officer . 
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Points Remarks 

2. Payment of interim and final 
bills : 

It should be provided in the agree- In the revised agreement that is 
ment that running and final pay- proposed to be brought in force on 
ments would be paid within specified the basis of the recommendations of 
time. Committee on Rationalisation of 

Contract, it is being provided that 
running bills will be paid monthly 
and undisputed items in the final 
bill will be paid within 3 months 
if the cost of work is less than 2 
lakhs and 6 months if it is more 
than 2 lakhs. 

3. Arbitration: 

The arbitration should be under- It is not possible to agree to change 
taken so as to accord on the con- the existing arbitration clause where- 
tractor a right to nominate the under disputes are referred to the 
arbitrator. Additional Chief Engineer and in 

case he is unable or unwilling to act 
as such, to one of his nominee. 
However, with a view to infuse a 
sense of confidence it has been 
decided that all arbitration cases 
would be dealt with by an inde- 
pendent officer appointed in the 
C.P.W.D. 

4. Compensation for delay on the 
part of Contractors and on the 
part of Department: 

(i) A provision may be made in There is no provision in the agree- 
the Contract Form for compensating ment but Government would consi- 
the contractors for the loss that der all the cases on merits. 

might have been sustained by them 
for delays on behalf of the Govern- 
ment. 

(ii) Penalty for delayed execution The point made out is kept in 

may be levied with reference to the mind while deciding the case of 
cost of work not executed within a penalty. The limits prescribed in 
scheduled time and not on the entire the penalty are outside limits and 
cost of work. the amount of penalty generally 

levied is within these limits. 

Letter No, 146 dated 20th January 1958 from Chamber 
to the Government of India, 

I am desired to invite reference to your letter No. Cont. 
26(153) dated the 18th October 1957 regarding revision of con- 
tract conditions. My Committee have given careful considera- 
tion to the observations on the various points referred to therein 
and they have now desired me to address Government as follows : 

Powers vested in Engineer-in-charge: 

In regard to the point about the powers vested in the 
Engineer-in-charge, Government have observed that instructions 
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are in force that orders on various points should be issued after 
consulting the competent authority, and that if the contractors 
are not satisfied, they may appeal to the Senior Officer. In this 
connection, my Committee would like to point out that the 
very fact that, in spite of the procedure laid down for the pur- 
pose, contractors experience genuine difficulties in this regard had 
led them to suggest that there should be some provision in the 
contract form enabling a contractor to appeal to a higher autho- 
rity in case he is not satisfied with the decision of the Engineer- 
in-charge. This aspect, therefore, it is requested may be further 
considered. 

Payment of interim and final bills: 

My Committee have noted that in the revised agreement 
proposed to be brought into force it is sought to be provided 
that running bills will be paid monthly and undisputed items 
in the final bill would be paid within 3 months if the cost of 
work is less than Rs. 2 lakhs and 6 months if it is more than 
Rs. 2 lakhs. While agreeing that the position as taken up by 
the Government is, by and large, satisfactory, they would only 
suggest that the payment of the undisputed items in the final 
bills should be required to be paid off within the shorter time- 
limit irrespective of the fact whether the value of the bills exceeds 
Rs. 2 lakhs or not. 

Arbitration : 

My Committee feel that the position as taken up by Govern- 
ment is entirely unsatisfactory. In the process of settlement of 
dispute through the Machinery of Arbitration every care should 
be taken to infuse a feeling of assurance in both the parties to 
dispute that they will all have opportunities for a full say in 
the matter. When, however, a dispute in relation to a particular 
contract is required to be referred to a single arbitrator by the 
Government, i.e. by one of the officers of the same Department, 
a contractor is bound to feel that his case has not received that 
consideration which it deserves only because of the fact that 
the arbitrating authority was a part and parcel of the wider 
departmental machinery in charge of the disputes forming the 
subject-matter of the arbitration. As they have pointed out in 
their earlier correspondence, in connection with the revised 
clause for arbitration in the supply contract, the Committee had 
consistently taken the stand that it was not proper that the 
arbitration in regard to a dispute arising out of the contract 
should be referred to the Director-General of Supplies and Dis- 
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posals or an officer appointed by him in that behalf. On repre- 
sentations from time to time Government would ultimately 
appear to have seen the force in the argument and agreed to 
modify the clause suitably so that in the event of a dispute being 
referred to arbitration the arbitrator would be a Judicial Officer 
appointed by the Law Ministry. My Committee urge therefore 
that the provision for arbitration re: disputes arising out of the 
contracts of the Central Publi^T Works Department should also 
similarly be suitably modified. 

Compensation for delay on the pari of contractors and on the 
part of Department^ etc,: 

In regard to the point for compensation on the part of the 
Department, Government have observed that there is no pro- 
vision for payment of compensation in such circumstances in 
the agreement but that Government would consider all cases 
on merits. My Committee would however like to reiterate their 
suggestion that Government should make a suitable provision in 
the contract form itself for compensating the contractors for the 
loss that might have been sustained by them due to delay in the 
commencement of work for reasons for which the Department 
itself might have been responsible. 

My Committee note that Government intend to call a meet- 
ing of the representatives of the trade and that the next such 
meeting is likely to be held in the month of February. They 
suggest that Government will take this opportunity to have the 
above points discussed at the meeting with the representatives 
of the contractors and in particular will arrange to have the draft 
of the revised form sent to them in advance for consideration so 
that at the meeting in ejuestion the views expressed by them on 
the clauses of the revised contract form be taken into account 
before the said revised form is finalised. 

My Committee request that Government will give their most 
careful consideration to the suggestions made herein. 

APPENDIX 53 

Terms and Conditions of the Tenders issued by the 
Bombay Municipal Corporation 

Letter No. 2535 dated 25th November 1957 from Chamber 
to the Government of Bombay. 

Contractors desiring to participate in the tenders issued by 
the various purchasing organizations and agencies in connection 
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with the various requirements of stores and materials for Govern- 
ment Departments both Central and State as also public bodies 
like the Bombay Port Trust and the Bombay Municipal Cor- 
poration are in many cases required to furnish a sum of money 
as earnest money deposit at the time of submitting the tender, 
A successful tenderer on award of the contract is again required 
to furnish certain amount as security deposit. Firms who have 
made substantial deposits and those who are placed on the list 
of approved contractors and/or suppliers are also, it would 
appear, required to submit earnest money deposits. In the con- 
text of the increase in industrial and building activities in the 
process of the implementation of various schemes of develop- 
ment, naturally there is an increase in demand and the required 
materials and stores are therefore obtained by the purchasing 
agencies concerned almost on a continuous basis. 

According to general practice theses purchases are normally 
effected on the basis of tenders. A contractor, therefore, would 
require increasingly larger funds in order to continue his activi- 
ties and to participate in the tenders issued by the various pur- 
chasing agencies. The amounts so furnished as earnest money 
and security are no doubt refunded whenever such refunds 
become eligible but very often it takes some time in actually 
obtaining the refunds after the same have become due. The 
funds of the suppliers are thus locked up for a considerable time 
and it is a real hardship particularly in the context of the 
financial stringency at present prevailing, that considerable funds 
should be immobilised for a long period of time in the shape 
of earnest money and security deposits furnished in respect of 
tenders in which a contractor participates. 

The Bombay Municipal Corporation is a Body which effects 
purchases of its requirements of stores and materials on the 
basis of tender. According to the terms and conditions of the 
tenders issued by the Corporation, it would appear that con- 
tractors may have their names registered as approved contractors. 
For this purpose, however, they are required initially to deposit 
a considerable amount as standing deposit. Such registered con- 
tractors also, it would appear, are required to furnish earnest 
money deposit and security deposit along with each tender filled 
in by them. There are other requirements of a tender contract, 
such as the obligation to execute contracts on a stamp paper 
which implies a substantial burden of stamp charges, legal 
charges on account of the preparation of a contract, etc. which 
are also creating diflGiculties for the suppliers. 
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My Committee, in this connection, would like to refer to 
the terms and conditions on which tender purchases are made 
by the Director-General of Supplies and Disposals. According 
to these terms and conditions, registered suppliers are not ordi- 
narily required to furnish any security deposit and even in cases 
of non-registered firms, there is a provision enabling the autho- 
rities to relax the security deposit clause on merits. This deposit 
where required has to be made on acceptance of a tender and 
no earnest money is required to be deposited at the time of the 
submission of the tender. 

In this connection, my Committee would also like to refer 
to the fact that the Stores Purchase Committee in their report 
had generally stressed the need for securing uniformity in the 
purchase procedure by various purchasing agencies. Again, 
towards that end, Government of India in the Ministry of Works 
Housing and Supply proposed to forward copies of the general 
conditions of contract of the Directorate-General of Supplies 
and Disposals to the State Governments so that the State Govern- 
ments and the other Public Bodies may, if they like, with equal 
advantage adopt the same terms and conditions in regard to the 
purchases made by them on the basis of tenders. 

My Committee would, therefore, request Government to 
be good enough to give early consideration to this aspect in the 
light of the recommendation of the Store?^ Purchase Committee 
and in particular to take early opportunity to modify the relevant 
provisions of the Bombay Municipal Corporation Act so as to 
render it possible to alter the terms and conditions of the tenders 
issued by the Bombay Municipal Corporation in a manner as 
would obviate the difficulties of the contractors referred to 
herein. 


APPENDIX 54 

Conditions governing the Tenders issued by the 
Bombay Port Trust 

Letter No. F j CE.GE j 172 dated 11th January 1957 from the 
Bombay Port Trust to Chamber. 

With reference to your letter No. 2866 dated 17th November 
1956 on the above subject requesting this Administration to con- 
sider the grant of relief to tenderers /con tractors in respect of 
earnest money and security deposits, I am directed to reply that 
this matter has been carefully considered by the Trustees on 
several occasions and it has been decided that it is not advisable 
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to exempt tenderers /con tractors from the obligation of lodging 
earnest money and security deposits. 

As regards earnest money deposits in respect of tenders, on 
representations from the trade, a system of permanent deposits 
of Rs. 2,000 against the earnest money required for tenders was 
introduced in 1954. Under this system any tendering firm may 
place a cash deposit of Rs. 2,000 with the Administration as 
earnest money to cover any number of tenders (except those 
relating to handling and bunkering of coal) under consideration 
at any time provided that no tender exceeds the value of Rs. 4 
lakhs. This system of a comprehensive earnest deposit of 
Rs. 2,000 has gone a considerable way in relieving the hardships 
of the tenderers. If the system of earnest money deposits is 
completely done away with, this Administration would be 
exposed to the risk and inconvenience of indiscriminate tender- 
ing. Earnest money is accepted only in the form of cash, as 
acceptance of securities would involve an enormous amount of 
unnecessary clerical work. 

In regard to security deposits, it has already been decided 
by the Trustees after due consideration of the issues involved 
that Bankers’ Guarantee Bonds should not be accepted, due 
mainly to the legal difficulties in the way of enforcing such 
guarantees. In the interest of public funds, this Administration 
has to be protected in the event of default or failure on the part 
of a Contractor to perform his contract. 


APPENDIX 55 

Speeches of the President and the Vice-President at 
Quarterly General Meetings 

Speech of Shri Naval H, Tata, President, at the First Quarterly 
General Meeting of the Members of the Indian Merchants^ 
Chamber, on Monday, the 8th July 1957, 

Friends: 

I have great pleasure in extending to you all a cordial wel- 
come. 

The report of the work done by the Committee during the 
quarter has been circulated to members through the summaries 
published from time to time in the issues of the Monthly Journal. 

Consequent upon the General Election in the country, new 
Ministries were established both at the Centre and in the States, 
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during the quarter under review. In welcoming the new Minis- 
tries formed in the States and at the Centre, I wish them the best 
of luck and success in their administration. I would particularly 
like to welcome the new Ministry in our own bilingual State of 
Bombay, which needs our sincere support and good wishes. 

It is gratifying to note that the Congress has been able to 
retain its hold over the entire countr)% with the exception of 
one State. By virtue of this dominant position, it should be 
able to consolidate further the elements of peace and progress in 
a homogeneous force, imparting strength and stability to the 
administration of the country as a whole, and carry forward 
the party's programmes and policies for the economic develop- 
ment and national regeneration. While there is always room 
for differences of opinion as to the details regarding phasing, 
optimum targets, classifications and definitions of sectors of 
interest, I have no hesitation in confirming the acceptance by 
the commercial community of the idea of a planned programme 
of development in general for ameliorating the conditions of 
our people and raising their standard of living. Needless to say 
that we shall offer our support and co-operation in fulfilling our 
national obligations. 

The quarter that has ended and particularly the latter part, 
has been highlighted by the unprecedented and extraordinary 
tax proposals contained in the Budget of the Government of 
India for the year 1957-58. The magnitude of tax burden and 
the novelty of some of the proposals have shaken the commercial 
community from their very roots and left them bewildered. 
Immediately on the announcement of the Budget, the Committee 
of the Chamber, after careful consideration of the proposals, 
issued an initial statement to the press, indicating the far-reach- 
ing consequences of the proposals on the economy of the country 
as a whole. This was followed up by convening an informal 
preliminary meeting of the representatives of the aiffiliated Asso- 
ciations of the Chamber on 25th May 1957 to ascertain their 
views and reactions on the taxation measures. It was obvious 
that the budget proposals had evoked widespread discontent all 
over the country and the Committee felt that, in view of the 
strong feelings expressed in the. matter, they should convene a 
Special General Meeting of the members of the Chamber. As 
you are all aware, the meeting took place on 14th June 1957, 
and the Committee, in the light of the views expressed at the 
said meeting, are formulating their comments and suggestions 
for being forwarded to Government in the form of a compre- 
hensive memorandum. Subsequently, a deputation led by Shri 



489 


INDIAN merchants' CHAMBER 

Gopaldas P. Kapadia, our Vice-President, waited on the Union 
Finance Minister, Shri T. T. Krishnamachari, on 22nd June 
1957. The occasion was availed of for conveying to the minister 
the prevailing feeling of dissatisfaction and the fears and appre-’ 
hensions entertained by the commercial community as to the 
repercussions of several taxation measures on the economy of 
the country. The Finance Minister gave a patient hearing to 
the views expressed by the members of the deputation, and 
assured them that their views would receive his careful consi- 
deration. 

Economic T rends : * 

As the Finance Minister has candidly observed in his Bud- 
get Speech, the Plan has run into difficulties at the end of the 
very first year of the Second Plan. For the first time, since 
planned development got under way, there has been evidence 
of growing imbalance and the consequent stresses and strains in 
the economy. The country’s foreign exchange resources have 
been fast reaching a precariously low level and the shadow of 
incipient inflation is looming large on the horizon. In regard 
to inflation, the decline in agricultural production has been one 
of the main factors contributing to the rise in prices. The food 
situation continues to cause anxiety and the rise in prices of 
cereals in certain parts of the country definitely underlines the 
need for taking more energetic measures to augment agricultural 
production. The overall deficit is placed at about 2 million 
tons and this will be covered by Goyemment's programme to 
import foodgrains this year under the Commodity Loan Agree- 
ment with the U.S.A. Commodity Credit Corporation. It is be- 
coming increasingly clear that unless and until self-sufficiency 
in agricultural production is attained, the implementation of 
the Plan itself would be in jeopardy. On the other hand, indus- 
trial production, both in capital and consumer goods, has main- 
tained a steady upward trend. Simultaneously, the corporate 
sector of industries has been experiencing acute financial strin- 
gency for expansion and as indicated in the White Paper on 
the Budget, the net indebtedness of the private sector to the 
Banks increased by as much as Rs. 117 crores in 1956, compared 
to the corresponding figure of Rs. 50 crores in 1955. This 
clearly ^illustrates the inadequacy of corporate savings for finan- 
cing normal expansion programmes in the private sector. 

The effect of the rising tempo of developmental activities 
has been felt most adversely on our balance of payments posi- 
tion. The inordinately high expenditure on the Plan has led 
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to a serious strain on our foreign exchange resources. With the 
imports increasing sharply and exports showing a comparative 
decline, the resultant adverse balance has led to a rapid deple- 
tion of our accumulated foreign reserves. The Sterling Balances 
built up at great sacrifice during the war and preserved with 
great care and prudence in subsequent years were disbursed at 
the rate of Rs. 300 cTores in a single year, 1956-57. The latest 
position, as disclosed by the Planning Commission, reveals that 
the foreign holdings of the Reserve Bank are being depleted 
today at the rate of Rs, 9 crores a week. The present level of 
our foreign exchange reserves has been reduced to Rs. 470 
crores, leaving a negligible balance, after making due allowance 
for the statutory minimum of Rs. 400 crores as currency reserve. 
The credits obtained from the International Monetary Fund 
may provide us temporary respite, but, by and large, the pros- 
pects of bridging the foreign exchange gap do not show hopeful 
signs unless exports are stepped up and other remedial measures 
are resorted to. 

It is in the context of these unfortunate events, that we feel 
compelled to urge the Government to review dispassionately the 
implementation of the Second Five-Year Plan in the light of its 
repercussions on the national economy. A note of caution from 
well-intentioned quarters need not be misinterpreted as an un- 
patriotic move. In the last analysis, the commercial community 
has as much stake in the national well-being and the prosperity 
of the country as the Government and its well-meaning Planners. 
After all, our future is inextricably linked with the vicissitudes 
of the Government and no member of the commercial commu- 
nity can under-estimate the calamity of the failure of this Plan. 
If we have, as responsible members of the commercial commu- 
nity, ventured to make a few adverse observations, I can assure 
our worthy ministers that it is done in good faith in order to 
avoid a catastrophe which we fear from our experience of econo- 
mic trends may befall our nation through an error of judgment, 
however well-meant on the part of the Government. 

We honestly believe that the recent Budget proposals have 
their origin in our Government’s rather bold and ambitious tar- 
get of Rs. 7,700 cTores required for the Second Five-Year Plan. 
Of this, the public sector alone will require, instead of Rs. 4,800 
crores, Rs. 5,400 crores. The main theme and dominant con- 
cern of the Finance Minister in the framing of his Budget has 
been to raise the necessary funds for financing of the Second 
Plan at all costs. This explains the anxiety on the part of the 
Finance Minister to leave no stone unturned in his desperate 
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search for requisite resources. He had, therefore, no hesitation 
in imposing at a stretch a very heavy burden of new or addi- 
tional taxation on the country to raise Rs. 100 crores within a 
year. The magnitude of the overall burden on the taxpayer can 
be appreciated by the fact that the additional taxation imposed 
within a period of 15 months, since the introduction of the 
Second Plan, amounts to a colossal figure of Rs. 188 crores. 

Having a practical look on the ** Ways and Means ” position, 
one cannot help feeling that we are faced with an extremely 
difficult situation. In the resources budget of the Plan, it was 
proposed to provide Rs. 1,200 crores by way of deficit financing. 

The Finance Minister, however, has realised that the economy 
of the country cannot sustain deficit financing of this magnitude 
without causing widespread inflation. He has consequently 
scaled down the amount by Rs. 400 crores which clearly indi- 
cates that in order to implement the Plan in its entirety, 
resources will have to be raised to meet this gap of Rs. 400 
crores. As regards borrowing, by way of loans and small savings 
there has already been a gap of Rs. 158 crores during the first 
two years of the Plan. Even if he resorted to borrowing annu- 
ally a sum of Rs. 240 crores for the next three years, it is doubt- 
ful whether he can reach the original target without leaving a 
wide gap. In form of foreign aid the Government expects to 
get in all about Rs. 1,000 crores. On the Finance Minister's 
estimate, the new taxation proposals are likely to yield about 
Rs. 800 to Rs. 900 crores during the Plan period provided the 
States fulfil their expected contribution. There will yet remain 
a gap of over Rs. 525 crores, according to official estimates. This 
estimate is likely to go up substantially if the above expectations 
remain unfulfilled. On a realistic approach the gap is estimated 
at about Rs. 858 crores. Again, if our defence expenditure for 
purposes of national security were to increase on a mounting 
scale, as it has done in recent years, I am afraid, the cumulative 
burden on the community will be colossal and no matter how 
widely the Finance Minister may choose to distribute the tax 
burden, the country will not have the capacity to bear a tax • 

burden of this magnitude. It must be remembered that in an 
under developed economy, consisting of a large section of the 
population with an extremely low rate of savings to offer against 
a pent-up demand for a large margin of unsatisfied needs, it is 
too much to expect to raise resources of such magnitude to meet 
the requirements of the Plan. There is a crucial limit beyond 
which it is impossible to expect people to restrain consumption, 
to tighten up their belts and practise austerity. In our cnthu- 
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siasm to bring, about rapid industrialisation of the country, we 
cannot afford to ignore the sad experience of unimaginative and 
unrealistic planning in countries like Poland and Hungary. Our 
worthy Prime Minister, while referring to some of the challeng« 
ing aspects of our Plan, has not hesitated to state: 

“We should learn from the experience of other countries, 
so that in our enthusiasm to get things done and go faster 
we may not overstrain our entire economy and which may 
lead to its crack-up. There is a certain limit to the strain 
a country can put up with.“ 

In all humility I endorse the above remarks on behalf of 
the commercial community for favourable consideration' by those 
in whose hands rests the power of making or marring the destiny 
of the nation as indicated in the fateful words quoted above. 
The best is often the enemy of good and it is better to^have 
half a loaf than no loaf at all. 

I sincerely feel that if the magnitude of the Plan were 
adjusted to manageable and realistic proportions, a part of the 
allround increase in indirect taxation could be avoided although 
we are not unmindful and unappreciative of the small reliefs 
recently announced in this sphere such as on items like tea, 
coftee, kerosene, etc. By way of general pattern the Finance 
Minister hopes to restrain consumption over a fairly wide field 
so as to keep under check domestic inflationary pressures and 
thereby release resources for Investment. He believes that the 
imposition of excise levies will partly serve the purpose of giving 
a fillip to the export trade. Judged from either of the above 
two criteria the heavy impost on cement and steel seems difficult 
to justify. It is again a moot point whether the increase in 
excise duties can, by itself, significantly help to achieve the objec- 
tive. I am afraid, the imposition of the various taxes in this 
sphere will result in pushing up the price structure and the cost 
of living and the same will react adversely inasmuch as it will 
result in a demand for wage increase. The cost of living has 
already gone up by 14% and the real income of the people has 
perceptibly suffered to that extent. It cannot be denied that the 
proposals in this sphere are bound to have a serious repercussion 
on the standard of living of the lower middle-classes which have 
already reached the limit beyond which they are unable to bear 
additional burdens of taxation. I may also refer here to the 
attempt on the part of the Finance Minister to lower the taxable 
minimum and thereby rope in a very large number of assessees 
including small traders and businessmen. This will certainly 
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result in placing a great burden on a section of the people at a 
time when they needed further relief against inflationary trends 
upsetting their modest budgets. Besides, their inclusion will 
also constitute a great source of harassment especially to small 
traders who will be called upon to comply with endless forma- 
lities for assessment of their unenviable income. 

In the sphere of direct taxation, having regard to the present 
overriding need for providing incentives to corporate enterprise, 
the incessant increase in corporate taxation such as enhancement 
of penal tax on bonus shares and the basic rate of income-tax 
and eflective rate of super tax payable by companies would un- 
doubtedly impose a severe strain and would be difficult to justify, 
after repeated reassuring statements to encourage corporate 
enterprises under the private sector. In fact the incTeased levy 
of penal tax on bonus shares constitutes a virtual ban on the 
issue of such shares and would severely affect Government expec- 
tations of obtaining any revenue on that account. In any event, 
the prohibitive incxease in the rate of penal tax on bonus shares 
should have been accompanied by a complete abolition of the 
tax on excess dividends. The two levies simultaneously and at 
heavy rates cannot in any^manrier be conducive to the ploughing 
back of prohts so essential for development and expansion of 
industries in the private sector. The effect of these taxes will 
be more inequitous as far as Section 23A companies are concern- 
ed, in whose case, while they are required to distribute a certain 
percentage of their profits, they are, at the same time, made 
liable to pay penal tax on the dividends distributed by them 
where the dividends exceed the prescribed limits. No doubt, 
the precentage of compulsory distribution by companies engaged 
in industries and coming within the purview of Section 23A 
has been lowered to 45; but I am afraid the benefit resulting 
from this reduction would stand nullified by the imposition of 
Wealth Tax on companies. 

Certain reliefs have been granted in the budget such as 
reduction in the personal rates of taxation, relief for earned in- 
come, both for purposes of income-tax and super-tax obtaining 
at all ranges of income upto Rs. 35,000 and at ranges exceeding 
an income of Rs. 1 lakh and reduction in the rates of super-tax 
for inter corporate dividends, providing some measure of incen- 
tive to investment of foreign capital in India. In this connec- 
tion a Bill proposed to be shortly introduced in Parliament for 
exemption from income-tax of interest on large foreign credits 
to Indian industries will also provide an aidditional encourage- 
toent. I would, however, like to refer to other existing measures 
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in respect of which relief is called for. The Finance Minister, 
during the course of the interview with the deputation of the 
Chamber, was good enough to point out that measures like 
excess dividend tax and the compulsory deposit scheme were 
temporary expedients and liable to be altered or given up in 
the light of the changing circumstances. I have already referred 
to the need for doing away with the excess dividend tax. In 
regard to the compulsory deposit scheme, it has been announced 
that three more categories will be exempted from the deposit 
rules, viz. Finance Corporations, Companies engaged exclusively 
in the financing of hire-purchase system and air and shipping 
companies, both Indian and foreign. There is a strong case for 
having second thoughts on the issue of compulsory deposits in 
view of the new comprehensive Companies Act, which seeks to 
restrict inter company investments. If necessary it would be 
desirable to withdraw this measure altogether. Further, we 
would like to welcome a categorical assurance from the Finance 
Minister that the tax structure proposed in the budget is out- 
lined for the entire Plan period and that subject to minor mar- 
ginal adjustments, there would be no additional taxation im- 
posed during the remaining three years of the Plan period. I am 
not referring specifically to the Wealth Tax and the Expenditure 
Tax here since the Vice-President is dealing with the same in 
an exhaustive manner in his sj>eech. 

Friends, repeated assurances have been given that the pri- 
vate sector has been assigned its appropriate place in the Plan 
in order to play its vital role in the process of speedy industriali- 
sation of the country. The Finance Minister, in reiterating this 
sentiment, assured us recently that Government have no inten- 
tion to stifle private enterprise or permit the public sector to 
grow at the expense of the private sector. It is an indisputable 
fact that under a system of democratic planning, regulated pri- 
vate enterprise has a positive role to play. It cannot be denied 
that private sector has acquitted itself creditably in the First Five- 
Year Plan and I firmly believe that, given sufficient encourage- 
ment and opportunity, the private sector will be able to play a 
dynamic role in the task of national development envisaged under 
the Second Plan. If the economic growth of the country has to 
take place in a democratic, balanced and organised manner, the 
two sectors should be looked upon as two horses pulling the 
Rajya Rath " in its path of progress with equal force in a team 
work which deserves above all equal treatment and impartial 
handling. If one partner is injudiciously loaded with heavy and 
burdensome taxes, high and inflexible labour costs, excessive 
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restraints and regulations and increasing displacement of normal 
trade channels, whilst the other enjoys unfettered freedom and 
free unhampered action which happens to be the happy lot of 
the State Trading Corporation, the performance of the ‘‘ Rajya 
Rath ” would hardly do credit to the task lying ahead in its path 
of progress. The national interests of our economy can ill afford 
to let Private Sector go out of step on this holy mission. 

Rightly or wrongly, there is a growing feeling in commercial 
circles that the system of direct taxation is a veiled attempt to 
reduce the scope, importance and the freedom of the private 
sector, and to divert its available resources to the public sector. 
After all there is a common pool from which both the public and 
the private sectors of the industry have to draw their resources 
and if major part of the available funds are to be siphoned off to 
the public sector, through direct taxation, the private sector will 
be reduced to the unenviable position of a mere residual legatee 
with a depleted estate against his share. There is, therefore, 
need for re-orientating the budgetary policies to ensure that the 
limited springs of capital formation are not dried up and the free 
flow of capital into productive channels of industrial activity in 
the private sector is not increasingly intercepted. 

Confronted as we are with such difficult economic trends 
and the desperate position we are in, with regard to both inter- 
nal and external resources, I submit that a more realistic apprai- 
sal of the available resources and a rational readjustment of 
priorities is urgently needed to avoid undue shocks on an already 
strained economy culminating into an economic crisis. This 
plea is all the more legitimate owing to the critical position in 
respect of our foreign exchange resources which have been 
drained down to the barest minimum. Even if imports are 
drastically cut and new foreign exchange commitments are 
rigorously limited to essential capital goc^s requirements for 
implementing the core of the Plan, we would still require exter- 
nal aid to the tune of Rs. 600 crores beyond what has been 
secured till now. At the formative stage of the Plan, it was 
clearly indicated that the Plan had to be regarded as essentially 
flexible in character. It was even visualized and anticipated that 
in view of the massive dimensions of the Plan, it may even take 
a little more time than five years to complete. Unless there are 
compelling reasons for adhering rigidly to the period of five 
years, I feel that it has become imperative to make either timely 
adjustments in the targets, or alternatively adopt a more flexible 
phasing of the Plan to ensure its implementation, in the light 
of difficulties experienced during the first year of the Plan. There 
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is great scope for a reduction in the Plan outlay on a large num- 
ber of items to make it more manageable in size and realistic in 
its character. 

The Finance Minister has already indirectly accepted the 
necessity for such rephasing of the Plan when he stated that 
“ even if the Plan did not encounter difficulties in certain sectors 
— which it does — a rephasing of it might be necessary in certain 
parts Such a course would go a long way in spreading, if not 
reducing, the financial burden on the community. Such an 
action would earn the goodwill and support of the classes whose 
contribution in form of tax burdens are vitally needed to ensure 
the implementation of the Plan. I would, therefore, like to urge 
•Government to carefully look into these aspects of the f)roblem 
in a more realistic manner and evolve a phasing of the Plan 
which will carry with them the unstinted support and blessings 
of the subscribers to the finance of the Plan. 

In this context, the question of securing maximum possible 
^economy and avoidance of waste and extravagance in public 
expenditure and administration assumes importance. There is 
need for keeping the non-developmental expenditure to the 
minimum level possible so as to make increasing resources avail- 
able for developmental purposes. There is also a growing feel- 
ing that the revenues raised by increased or additional taxation 
are absorbed to a large extent in expenditure on administration 
and expenditure of a non-developmental character. At a time 
when the public sector in the economy is continuously expand- 
ing, the working of public enterprises has to be particularly 
watched with great vigilance and care. The reports of the 
Parliamentary Estimates Committee bear sufficient testimony 
that there is lack of planning, co-ordination and a sense of pub- 
lic accountability resulting in considerable loss of national 
resources. The present mode of running State enterprises has 
led to serious complaints, irregularities, delays and inefficiency. 
A national undertaking has to be run on efficient business prin- 
ciples and its progress and usefulness to be assessed in terms of 
certain objective standards. 

In this connection, it is gratifying to note that our Prime 
Minister has taken serious note of these aspects and has asked 
for effecting necessary economy in governmental expenditure 
wherever possible so as to create the requisite atmosphere for 
simplicity and austerity in the country. The appointment of a 
Special High-powered Committee to organise a thorough investi- 
-gation of the important projects with a view to ensuring eco- 




497 


INDIAN merchants' CHAMBER 

nomy and efficiency and the recent announcement of a scheme 
of appointing a special Economic Committee attached to each 
Ministry are steps in the right direction and it is to be hoped 
that as a result of these steps Government would be in a position 
to prevent all avoidable wasteful expenditure both in the 
administrative machinery and the expanding public sector. 

Friends, I would particularly like to refer to an important 
matter in which the commercial community should offer its 
wholehearted co-operation to Government. It is proposed shortly 
to launch a National Savings drive and at this critical juncture 
in the economy of our country, when every effort is being made 
for mobilisation of resources through savings, it becomes our 
duty to assist by subscribing to the same in a liberal manner as 
also render such help as may be required for the purpose of 
intensifying the drive. 

The Chamber has always stood for the observance of high 
standards of rectitude and integrity on the part of individuals 
and those responsible for the running of corporate enterprise, 
and this, if I may say so, is the unwritten code of ethics of the 
Chamber. The trade, commerce and industry owe it to the 
people that they adhere to and maintain these high standards in 
their dealings with the public as well as the State and discharge 
to the fullest extent their obligations to the Government in 
respect of all legitimate dues. It is reported that Government, 
and consequently the community, have been losing substantial 
revenues on account of the malpractices followed by some. Tax- 
dodging and tax evasion by dubious and illegal means should 
stand condemned as anti social practices. I earnestly appeal to 
all to offer their best co-operation to Government to curb this 
evil and see that the ailti-social elements remain completely ostra- 
cised. Such a process will eliminate evasion and the consequen- 
tial result thereof would be that the burden of taxation, which 
falls on the honest tax-payer, will stand reduced. It is because 
of the evasion of tax by such anti-social members of the com- 
munity that the community as a whole has to bear a heavier 
burden of taxation. 

The commercial community has a high record of national 
service and achievement to its credit, and let us make every effort 
to see that its fair name is not besmirched by the anti social 
activities of a few. 

Wage Policy : 

I now propose to deal with an aspect of economic policy 
which has a vital bearing on the realisation of our objective of 
32 
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rapid economic advancement and that is the wage policy for the 
Plan period. I am one of those who believe that as in the case 
of capital, labour is equally in need of incentives for putting 
forth their best efforts towards the successful implementation of 
the Second Uve-Year Plan. Labour has the right to claim a 
fair share of the fruits of increased productivity and economic 
progress. We want to see a steady improvement in the living 
standards of the workers and the introduction of schemes of 
social security wherever practicable. Greater social security and 
improved living standards, however, must ensure and can result 
only from greater production and reduced costs and resultant 
prosperity. What I would like to emphasize is that demand for 
liigher wages and greater welfare should not be unrelated to 
basic determinants like the capacity of the industry, its need for 
future growth and expansion and the larger interests of national 
economy. The tendency in our country seems to be to subject 
industry to ever-increasing labour costs, on the one side, by a 
spate of welfare measures through labour legislations, and on 
the other by a direct addition to the wage bill by way of more 
dearness allowance, more wages, etc. Certainly our economy 
cannot afford to burn the candle at both the ends. It will not 
only seriously upset the Plan targets and calculations but will 
also accentuate the inflationary situation. In the present state 
of India’s economy, therefore, wage restraint is among the indis- 
pensable preconditions to its speedy development. We are 
rightly told from all quarters that in a planned economy all 
interests have to be subordinated to the general upliftment of 
the masses. The industrial worker, as a natural consequence 
under such circumstances, has to mark time and rest content, at 
least for the period of the Second Plan so long as a fair wage 
as laid down by national tribunals, in conformity with the capa- 
city of industry in which he is employed. 

Viewed in this context, I feel that the appointment by Gov- 
ernment of the Central Wage Board for the textile industry and 
the proposal to extend it to other industries is indeed inoppor- 
tune at this juncture. Industrial workers represent but a frac- 
tion of the country’s population and yet they receive a dispro- 
portionately greater attention of Government while the plight 
of the vast number of agricultural labourers has remained almost 
unchanged. In fact, since Independence, if ever there is any 
section of Indian society which has received a considerable 
amount of benefit, it is the workers in factories and plantations. 
There has been a significant advance in their social and econo- 
mic well-being. What has been achieved in generations by the 
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workers in our country during the course of a few years and it 
will be reasonable to suggest that in the larger interests of our 
national economy the status quo should be maintained in the 
level of wages and costs at least for the period of the Second 
Plan. 

Indian industry at present faces the urgent need of renova- 
tion and modernisation of their plant and stepping up its 
efficiency and technique to compete with countries who have 
become our rivals in the export market, which is our only salva^ 
tion from our present foreign exchange situation. ^This is parti- 
cularly of importance to our textile industry for which the Wage 
Board has now been constituted. The Indian Textile Industry 
is one of our most important industries, where competitive prices 
can alone create a foreign demand. With a competitive price 
structure the scope for substantial trade in Indian piecegoods is 
relatively high and India has good prospects of capturing a 
greater share in the world market by reducing costs and prices 
whilst maintaining quality standards. The Second Five-Year 
Plan has laid great emphasis on the expansion of India’s export 
trade with a view to earning l)igger amounts of foreign exchange* 
In a keenly competitive and steadily declining world market, 
expansion in the volume of our exports would be possible only 
by an improvement in quality and reduction in prices and costs. 
The claim of labour for higher wages will therefore have to be 
subordinated to the overriding need for maintaining the econo- 
mic health of our country and preserving the competitive capa- 
city of our industries. As has been rightly said by the Com- 
mittee of Fair Wages, in its report of 1949, “any attempt to 
evolve principles for governing the fixation of wages must be 
made against the background of the general economic condition 
of the country and the level of national income It is hoped 
that the above factors will be taken into consideration by the 
authorities concerned before attempting any revision of the 
existing wage structure in our economy. 

Participation of Workers in Management: 

I had on an earlier occasion dwelt at some length on the 
question of ensuring participation of workers in management. 

I had than welcomed such participation in some form or other 
as a psychological necessity, because the two limbs of productive 
activity, the employers and the workers, have to function har- 
moniously in the larger and permanent interests of the country. 
Since then a study group consisting of representatives of Govern- 
ment, employers and workers had been sponsored by Govern- 
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ment to undertake a study of the different systems of worker 
participation in some of the Continental countries. They visited 
France, Belgium, United Kingdom, Sweden, Germany and Yugo- 
slavia and have now submitted their report to Government. The 
report contains some valuable suggestions and deserves serious 
consideration. While advocating setting up of joint councils of 
management, they have ruled out universal compulsion for 
achieving the object. As regards the functions of the Joint 
Councils, they have recommended that collective bargaining 
matters should be left to trade unions and the joint councils 
should confine themselves to problems of higher productivity, 
promotion of fuller utilisation of human resources, improvement 
of working and living conditions, maintenance of discipline and 
industrial peace, administration of laws and agreements, workers* 
training in industry, etc. 

Participation of workers in management, if ensured in a 
spirit of co-operation and not of bargaining, would contribute to 
a rapid improvement in industrial relations. Workers should be 
made to realise that their interests are tied up with the prosperity 
of the establishment in which they work and that they are an in- 
tegral part of the organisation. In a planned economy labour 
will have to assume increased responsibility for the success of the 
productive effort and the setting up of the joint Councils of 
Management will serve as an opportunity for labour for making 
their contribution to that effort. The spirit of industrial rela- 
tions should be based on mutual trust and understanding and if 
the scheme of ensuring participation of workers in management 
is pursued in the proper spirit, modern industry can confer on 
humanity collective benefits. 

I would also like to make here a reference to the Industrial 
Disputes (Amendment) Act, 1957, passed by Parliament during 
its last session and placed on the Statute Book with all haste. 
The amending legislation replaces an ordinance promulgated by 
the President on the 27th April last, following a judgment of the 
Supreme Court to the effect that no retrenchment compensation 
would be payable to workmen whose services were terminated by 
an employer on a real and bona fide closure of business or when 
the termination occurred following a transfer of ownership from 
one employer to another. This Chamber has on many occasions 
in the past pointe<i out the undesirability of amending legisla- 
tions, where the amendment will have the effect of reversing the 
considered decision of the highest judiciary of the land. Even 
from the point of view of equity and reasonableness, the amend- 
ment of the provisions relating to retrenchment compensation 
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resulting in reversing the position does not at all seem to be 
justified. 

The reported closure of a number of textile units is not a 
matter of investigation merely because of the unemployment of 
labour such closures involve. It would be an interesting and 
thought-provoking investigation for Government to find out how 
far such units were unfortunate victims of an economic crisis 
caused by sudden dislocations in cloth and money markets. After 
all, it would be sheer folly on the part of any manufacturing unit 
today, with burdens of heavy standing charges in the form of 
heavy interest charges, insurance and salaries to seek relief 
through the expedient of a closure, involving under our labour 
laws staggering statutory liabilities in the shape of retrenchment 
compensation or benefits for involuntary unemployment of its 
labour force. Consequently, it is as much suicidal for the 
employer as calamity for the worker. To ignore the plight of the 
industrialist and the vast body of investors while searching for 
relief measures for the unemployed worker is to under-estirnate 
and ignore the operation of certain economic forces responsible 
for the closure of such units. 

State Trading: 

It is now more than a year since the State Trading Corpora- 
tion has come into existence. The Corporation has already 
engaged itself in the export of manganese and iron ores and a 
few other commodities and import of cement. Government have 
now decided to canalise the export of iron ore entirely through 
the State Trading Corporation. The reason advanced by Gov- 
ernment for this decision is that the State Trading Corporation 
possesses an advantage over the numerous small miners and 
shippers in respect of conclusion of contracts and in securing for 
the country the maximum earnings in foreign exchange. It is 
also claimed that the rationalisation of the movement and the 
effective utilisation of the available port facilities have led to a 
sharp increase in the quantum and value of exports and that the 
Corporation has been able to conclude contracts with the foreign 
buyers for about 2.1 million tons of iron ores. Further it is 
stated that the Corporation has been taking steps to reach the 
target of 2.5 million tons as fixed by the Minerals Liaison Com- 
mittee in respect of iron ore. 

It is true that the existing channels of trade in this line will 
be utilised and that every established shipper and mine-owner 
will be given an opportunity to participate in the business rela- 
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tive to his past performance. The decision of Government to 
canalise export of iron ore through the State Trading Corpora- 
tion would however reduce the exporters and the mine-owners 
to the position of small middlemen, the Corporation itself 
becoming the big shipper without accepting any of the responsi- 
bilities, attached to the same. This decision has aeated 
apprehensions in the minds of the interests concerned that this 
may be a thin end of the wedge and that in course of time they 
would be completely eliminated from their traditional line. 

It has been claimed on behalf of Government that the State 
Trading Corporation has done a good job of its work particularly 
in the export of iron ore. It is pointed out that during the 9 
months ending December 1956 exports of iron ore were of the 
order of 1.26 million tons. This, of course, represents a certain 
increase in the levels of exports which were reached during the 
preceding two years, viz. 1954-55 and 1955-56, the quantity of 
exports during these two years being 1 million tons and 1.56 
million tons respectively. While I have no desire to belittle the 
efforts put in by the State Trading Corporation to step up our 
iron ore exports, it must not be forgotten that the task of the 
CA)rporation was rendered easy as a result of a spurt in world 
demand for our iron ore. It is pertinent to point out in this 
connection that even the freight disadvantage due to the Suez 
crisis did not affect the volume of our export of iron ore to the 
European countries. Moreover, it is a well-known fact that 
Japan, which is one of the biggest buyers of this ore, has been 
able to enter into long-term contracts and was even prepared to 
facilitate the movement of ores from the north-eastern part of 
the country by herself constructing additional Railways and port 
facilities. It is not unreasonable to expect that under these 
favourable circumstances even the private trading agencies could 
have stepped up iron ore exports to the same level as the State 
Trading Corporation has done, if not more. As the Chamber 
pointed out in its communication to Government at the time 
when Government contemplated participation by the State 
Trading Corporation in the export of ores for the first time last 
year, although Government’s policy in respect of iron ore during 
the First Five-Year Plan period was to conserve the supplies of 
this ore for pig iron production in the country and there was 
no export target as such fixed for this ore under the Plan, the 
trade succeeded in developing export markets to the level of 
1.5 million tons both in the year 19.55-54 and again in the year 
1955-56. This achievement of the trade in the face of transport 
and other difficulties experienced by them should have left no 
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room for doubt as to its capacity to step up exports of these 
two commodities. 

Golden Jubilee: 

Friends, the Chamber would be completing 50 years of its 
eventful career this year. This is the year of our Golden Jubilee 
and it is in the fitness of things that we should celebrate this 
epoch-making event in a manner that befits this great institution. 
The Chamber was born under the inspiring atmosphere of the 
great political and econoinic ferment which permeated the coun- 
try in 1907. The new national awakening found its expression 
in the formation of the Chamber which was destined to play a 
dominant role in safeguarding our national prestige and pro- 
moting the trade, commerce and industry of the country. The 
establishment of the institution was mainly the result of the 
patriotic efforts of the late Sir Munmohandas Ramji, a redoubt- 
able champion of the cause of Swadeshi, and Sir Purshotamdas 
Thakqrdas, the acknowledged leader of the commercial com- 
munity, who were the first President and Vice-President 
respectively. 

It is not my intention, at this stage, to recount, in detail, 
the achievements of the Chamber in the past. I will do so 
appropriately on a more suitable occasion. The Chamber has 
all along made an organised and sustained effort to promote 
economic consciousness in the people, to bring about conditions 
favourable for the commercial and industrial regeneration of 
the country and in the process worked for a synthesis of business 
and politics. The Chamber has also made its contribution to 
the national cause in the days of the political struggle. I can 
do no better than quote the eloquent words of the late Sardar 
Vallabhbhai Patel of revered memory: 

“ As the Congress played a useful part in creating an 
atmosphere of patriotism, your Chamber has also rendered 
immense service to the commerce and industry of the 
country.'' 

It was indeed a unique honour for the Chamber to have 
Mahatma Gandhi, the Father of the Nation, as its Honorary 
Member, who accepted that position as an indication of his 
goodwill and as a gesture of his appreciation of the work and 
services of the Chamber. 

The rich heritage of nearly half-a-century which has been 
handed down to us imposes on us a great responsibility. We 
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should not only carry forward the noble traditions laid down by 
them, but in the altered context of affairs on the attainment of 
Independence, play an effective and constructive role when the 
country has launched upon a programme of planned economic 
development for ameliorating the conditions of the people. With 
the growing technological progress in the country and the rising 
tempo of development, problems of economic policy assume great 
importance. I feel that we will have to devise ways and means 
for strengthening the Chamber so as to be able to render greater 
specialised services to its members in various spheres affecting 
trade, commerce and industry. 

Your Committee will, in due course, be considering the 
question of formulating a suitable programme for the celebration 
of the Golden Jubilee of the Chamber. It would be our 
endeavour, as I mentioned earlier, to celebrate this occasion in a 
manner befitting the greatness of the institution to which we all 
belong and I am sure we wdll receive your co-operation in full 
measure. 

Speech of Shri Gopaldas P. Kapadia, Vice-President ^ at the 
First Quarterly General Meeting of the Members of the Indian 

Merchants' Chamber, on Monday, the 8th July 1957. 

Friends: 

You have all listened to an interesting Speech of the 
President, dealing with some of the important problems of the 
day. I shall now supplement his observations by referring to 
certain other topical matters which have been exercising^the 
minds of the public in general and the mercantile community 
in particular. 

The Wealth Tax Bill: 

The President has already dealt, in a lucid manner, with 
the general aspects of the Budget proposals of the Government 
of India for 1957-58 in his Speech. I propose to refer here in 
detail to the two extraordinary measures of taxation, viz. Wealth 
Tax and Expenditure Tax. 

As you are all aware, one of the significant measures intro- 
duced in Parliament in connection with the Taxation Proposals 
is the Wealth Tax Bill, proposing to levy a tax on the total 
wealth of individuals, Hindu undivided families and companies 
above certain limits. At the Special General Meeting of the 
members, I had in my opening speech dwelt at some length on 
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the implications of this measure on the economy of the country 
in general and its deleterious effects on corporate enterprise in 
particular. As, however, this is a far-reaching measure and has 
given rise to a good deal of widespread criticism throughout the 
country, I would like to take the present opportunity of once 
again reviewing the proposed legislation, reinforcing the need 
for its abolition as far as corporate enterprise is concerned, and 
suggesting certain vital amendments required in it so as to 
obviate the likely complications and harassment, administrative 
and otherwise, in case Government ultimately decide to proceed 
with the measure. 

Although we are all anxious and in agreement with Govern- 
ment in regard to the rapid economic development of our coun- 
try, it passes one’s comprehension as to how the proposed tax on 
wealth of companies can stand the test of any of the accepted 
canons of taxation. On the other hand, the proposal to impose 
such a levy on corporate establishments would lead to contrary 
effects and serious consequences, almost likely to defeat the major 
objective of industrialisation of the country. Wealth tax on 
companies being a tax on productive capital, its imposition 
would, apart from and over and above acting as a damper on 
corporate investment, tend to divert productive resources from 
the private sector of industry to the public sector, leaving the 
former in an extremely precarious and difficult position in dis- 
charging its obligations and fulfilling the targets allotted to it 
in the scheme of things under the Second Five-Year Plan. In its 
essence, corporate enterprise is composed of equity holders, and 
owing to the various imposts and taxes to which corporate enter- 
prise is already subjected the difficulty in obtaining the necessary 
equity capital for expansion of existing or setting up of new 
industries is seriously felt. The proposed new levy in the form 
of wealth tax on companies will, in addition to placing one 
more grave impediment in the formation of new joint-stock 
enterprises, would only make capital shy and serve to act as a 
serious dis-incentive to the very existence of corporate under- 
takings, which have been carrying on the pioneering work of 
industrial development of the country all these years. The le\7 
of the wealth tax, as visualized, would in its incidence mean 
taxation of the same asset more than once. While the share- 
holders will be called upon to pay the tax on that part of the 
wealth of corporate establishments, which forms their invest- 
ments, at the same time the establishments themselves will be 
subject to the tax on their assets which are nothing but the 
sum of the investments made by the various shareholders. There 
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is also the further point whether this levy would not act as a 
deterrent to intending foreign investors in the country, at a 
time when the country is in need of foreign capital for its 
developmental activities. The adverse effect of the impost on 
the export markets and on the industries participating in the 
international sphere, which have to preserve their competitive 
capacity if they are to hold their place in foreign markets, can- 
not also be gainsaid. 

One of the arguments advanced in favour of the tax on the 
wealtli of companies is that such a measure of taxation is pre- 
valent in certain continental countries. However, it seems to be 
forgotten that, while India is on the threshold of industrialisation 
having yet a great leeway to make in that direction, the conti- 
nental countries, where the wealth tax obtains, have already 
passed through the phase of industrial revolution and reached 
an advanced state of industrial development. A close scrutiny 
of the respective legislations in those countries would definitely 
indicate that the tax there is imposed at very low rates and is 
at the same time matched against lower income-tax rates. To 
say the least, a substantial reduction in the personal rates of 
taxation, say, to 50 per cent, as against the existing rates of 
77 per cent for earned and 84 per cent for unearned incomes, 
should be an essential condition precedent to the introduction 
of any proposal to levy a wealth tax on individuals and Hindu 
undivided families. As far as corporate undertakings are con- 
cerned, the levy is uncalled for and most inappropriate, espe- 
cially at the present juncture. 

If Government, however, do not see their way to accept the 
demand for the total abolition of the proposed measure as far 
as corporate undertakings arc concerned and are anxious to 
proceed with the enforcement of the levy, I would like to make 
certain suggestions for amendments or modifications of the 
Wealth Tax Bill, which, if accepted and carried out, would result 
in avoiding unnecessary hardship and difliculties to the assessee. 

Wealth usefully employed for industrial purposes or in 
pursuit of activities which enable the countiw to earn valuable 
foreign exchange, should remain completely exempt from the 
tax, whether it belongs to individuals, Hindu undivided families, 
partnerships, associations or companies. In case of business and 
other assets, the tax should not be levied, unless such assets earn 
a net profit of at least 6 per cent of their capital value. The 
value of goodwill should not be taken mto account while 
arriving at the net wealth, unless the goodwill amount is actually 
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realised and accounted for. Exemptions from the levy should 
be granted to public charitable trusts and non-profit-making 
associations, which have no business activity as such whether 
they be registered under the Companies Act or not. Again, 
according to the Bill, the value of the assets would be the 
amount, which they would fetch if disposed of in the open 
market, and a discretion has been vested in the Wealth Tax 
Officer in asceirtaining the same. In the absence oFany provi- 
sion in the statute for formulating the method or basis for 
ascertaining the market value, such a discretion in the Wealth 
Tax Officer would lead to arbitrary decisions and harassment 
to the assessees. Valuation of business assets should be made, 
based on the written-down value thereof, arrived at after deduct- 
ing from the cost the depreciation allowable on it under the 
Income-tax Act. As for non-business assets, the cost or market 
value, whichever is the lower, should be reckoned as the value 
of the asset and the assessce concerned should be given the option 
to sell the asset in question to Government at the value fixed by 
Government for the purpose of the levy. 

Wealth tax being practically a new measure in our taxation 
structure, great care should be exercised in its administration. 
Discretionary powers sought to be vested in the officers concerned 
are prone to be misused, causing inconvenience and annoyance 
to the tax-payer and it is, therefore, absolutely necessary to keep 
these discretionary powers at the requisite minimum. Again, 
powers if any for enquiry, examination and search should be 
exercisable by an officer not below the rank of a Commissioner. 
It is very essential that in respect of a new measure of this type 
it should be administered with great circumsiX!Ction and with 
the least cause for complaints arising as a result of harassment. 
Normally, declarations should be accepted and in case there is 
a definite ground for suspicion, the enquiry, etc. must be made 
by an officer of the rank of the Commissioner. Even for the 
disposal of assessments, no officer below the rank of an Assistant 
Commissioner should have the power to make the assessments 
and in respect of assessments for cases involving a wealth of over 
Rs. 15 lakhs, the assessments should be made by an officer of the 
rank of the Commissioner of Income-tax. 

The Expenditure Tax Bill: 

Another far-reaching piece of legislation introduced in 
Parliament is the Expenditure Tax Bill. It is a measure which 
has no parallel in the tax structure of any country. Experimenta- 
tion with such a novel tax impost, which has not so far passed 
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beyond the realm of academic discussion, especially at a time 
when the country can ill-afford taking any risks, is, to say the 
least, most inopportune. As has been candidly expressed by the 
author of this new measure, difficulties in its administration 
would be immense and this alone should be a sufficient pointer 
against burdening the country and its administration with this 
measure. It cannot be denied that this impost would open out 
a wide door for tax-evaders and considered in a practical sense 
the productive result of it is not likely to be significant. Apart 
from the above considerations, a measure like this takes very 
little cognisance of the family or social conditions prevalent in 
India, under which a moral obligation is deemed to be placed 
on well-to-do persons to extend a helping hand to their poor 
and dependant relations. It would be unfortunate if by the 
stroke of a legislative enactment such a traditional element per- 
vading Indian social fabric is sought to be impaired. There 
cannot be two opinions in regard to the inappropriateness and 
obnoxious nature of the proposed Expenditure Tax and the 
same should, therefore, be completely abandoned. However, 
despite the above weighty considerations, if the same is to be 
placed on the Statute Book, I would like to mention certain 
amendments which require to be incorporated in the Bill. 

T he definition of the term ‘ expenditure * requires to be so 
modified as to bring within its ambit only pure items of expendi- 
ture as such and exclude therefrom all items which go to make 
or create an asset or money or money’s worth. To ensure the 
maintenance of the existing social fabric, the definition of the 
term dependant should be extended so as to include parents, 
brothers, sisters and other relatives, who are entirely dependant 
upon the assessee for their means of livelihood and all expendi- 
ture incurred by the assessee on behalf of such relations should 
be excluded from Expenditure Tax. Contributions made for 
charitable purposes, expenses incurred in connection with the 
illness of the assessee and/or his dependants as also expenses on 
pilgrimage should all be considered as expenditure not subject 
to the proposed tax. In order to do away with any invidious 
distinction between various income groups, it is necessary that 
the maximum allowance available to an assessee for himself and 
his wife should be raised to Rs. 36,000 from the proposed amount 
of Rs. 24,000, in view of the fact that the net available amount 
after paying income-tax and super-tax for an assessable income 
of Rs. 60,000 will be Rs. 36,000 only. 


609 


INDIAN merchants" CHAMBER 

The Companies Act^ 1956: 

As you all know, the new Companies Act, which came into 
force on the 1st of April 1956, containing 658 Sections — some of 
them with detailed but ambiguous and obscure provisions — and 
12 Schedules, casting heavy responsibilities, procedural and other- 
wise, on those charged with the management of joint stock com- 
panies in the country, has been a source of annoyance and hard- 
ship. While some of the provisions involve the possession of 
detailed knowledge and the maintenance of records about various 
matters, certain others, in view of their penal nature, have been 
such that directors of companies are obliged to function under 
the constant threat or possibility of the penalties they impose. 
Representations had been made by this Chamber and various 
other organisations, driving home to the authorities the impera- 
tive need for modifying, simplifying and/or clarifying the pro- 
visions of those Sections, in order not only to make the 
administration of the statute smooth and efficient but also not 
to discourage prospective enterprisers from undertaking the 
floatation of new joint stock companies and thereby assisting in 
the process of the rapid industrialisation of the country in teniis 
of our planned economic development. It is but appropriate 
to cite here what the learned Chief Justice of Bombay had to 
say on the new Company Law in a recent judgment delivered 
by him. He observed: 

It seems to us unfortunate that a law, which is intended 
to help in the development of companies in our country 
and also to put down abuses which were noticed in the 
working of companies and especially in the institution of 
the managing agency, should not have been couched in 
clear and more precise language.’" 

Xhe appointment of the Ad Hoc Committee to consider 
amendments to the Companies Act, with a view to make recom- 
mendations to overcome practical difficulties in its working and 
administration, removing drafting defects and obscurities, 
•ensuring better fulfilment of the purposes underlying the Act 
and considering changes in the form and structure of the Act, 
is a welcome step. The Chamber has submitted a detailed 
memorandum to the Ad Hoc Committee suggesting amendments 
to and clarification of the Sections of the Act, which have been 
causing difficulties referred to above. I shall, with your permis- 
sion, refer briefly to some of the more important suffeestions 
made by the Chamber: 
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The term “ associate as defined in the Act, is too compre- 
hensive and requires to be made limited in its application and 
more precise in wording, so that associate of Managing Agent, 
where he is an individual, should be confined to his partners 
alone and liis associateship with a corporate body should include 
only any body corporate at any general meeting of which not 
less than Jrd of the total voting power may be exercised by 
any one, individual, relative or relatives, firm or finns, and 
private company or companies. The definition of relative 
has been causing vexatious results in view of its wide range and 
ambiguity and suitable suggestions have been made to make the 
definition more specific and limited, in order to obviate" practical 
difficulties. Non-profit-making associations should be made 
immune from the provisions of the Act automatically, without 
requiring them to apply for exemption under Section 25. 

Section 205 has given rise to various interpretations in the 
matter of provision of depreciation and dividends. It has been 
suggested that the amount of depreciation should be considered 
as a deductible charge in arriving at the amount of divisible 
profits. At the same time the Act should make clear as to 
what amount of depreciation is to be considered as reasonable in 
arriving at the amount of divisible profits. This is very CvSscntial 
because different opinions have been expressed by Chartered 
Accountants and Lawyers and without a clear-cut provision the 
position of those concerned becomes very difficult. The 
Chamber has suggested that the amount of depreciation deducti- 
ble should be the same amount as is deductible for arriving at 
the managing agency commission. The definition of the term 
‘ managing director ’ states inter alia that ' a director who is 
entrusted with any powers of management, which would not 
otherwise be exercisable by him, by a resolution of the board 
of directors would be a managing director It has been pointed 
out that, when the board of directors entrusts a director with 
certain powers of management such a director should not be 
deemed as functioning as a managing director, unless he exercises 
the whole or substantially the whole powers of management. 

Section 297, dealing with the Board's sanction for certain 
contracts in which particular directors are interested, imposes a 
responsibility, which is well-nigh impossible of fulfilment, in 
view of the difficulties for obtaining the requisite information 
in regard to the names of firms in which directors' relatives are 
partners, etc., and it has therefore been suggested that * relatives ' 
should be taken out from the ambit of the Section. Similarly, 
it has been pointed out that it would be difficult for a director 
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to know the business conducted by all his relatives, which infor- 
mation he is obliged to supply under Section 299 and suggested 
that the Section should be so amended as to provide that no 
disclosure to the Board should be required for personal contracts. 

Section 314, providing that a director or his relatives can- 
not hold an office of profit in the company, except with the 
previous consent of the company accorded by a resolution, 
imposes a severe penalty for its breach, viz. automatic cessation 
of his directorship. In addition to providing that, the provi- 
sions of this Section should not apply to private companies, 
which are not subsidiaries of public companies, exceptions should 
be made in such cases, where the contravention occurs without 
the knowledge of the director; this object could be served by 
providing that it would be sufficient if such appointments are 
confirmed by a special resolution of the company at its next 
meeting held after the date when the contravention comes to the 
knowledge of the director. In cases where the relationship with 
the director accrues at a later stage by marriage or otherwise, 
the director concerned should not cease to be director until at 
least such time as the matter is placed before the General Body 
and its decision arrived at. 

In view of many of the provisions of the Act being not 
applicable to private companies and these provisions being 
scattered at various places in the Act, it will be of great assistance 
to those managing such companies if all these provisions were 
grouped together and included in a separate Chapter for easy 
reference. In view of the companies being made penally liable 
for non-compliance with various provisions of the Act and also 
in view of ^he fact that such compliance could be made only 
when the company receives the necessary information from the 
persons concerned, it is necessary to provide that such persons 
should be under a compulsion to furnish the company with the 
requisite information in writing. 

I may mention that, as desired by the Ad Hoc Committee, 
a few representatives of the Committee of the Chamber 
appeared before it and stressed the suggestions for amendment 
of the Companies Act. We cherish the hope that the Ad Hoc 
Committee would give its earnest consideration to our sugges- 
tions while formulating its recommendations to Government. 

Import Policy : 

Hitherto, the country’s import policy was formulated on the 
basis of the calendar year, the policy being announced twice for 
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half-yearly periods. Now, Government have decided to formu- 
late and announce the import policy on the basis of the financial 
year. The first half-yearly licensing period under the changed 
basis will commence in October next and the usual detailed 
import polic 7 will be announced sometime at the end of 
September 1957. In the meantime. Government have announced 
their interim policy for the next quarter. According to this 
policy, fresh licences are to be granted during the next three 
months only for the barest minimum needs, that is for capital 
goods and essential raw materials. No licences are to be issued 
for other commodities. The policy, however, makes provision 
for extension of the unutilised portions of the licences granted to 
established importers for the previous licensing period and for 
)the conversion of the outstanding licences from less essential 
items to more essential ones. 

The interim import policy is, no doubt, greatly restrictive 
but in the context of the acute foreign exchange problem facing 
the country at the moment such a policy is inevitable. In spite 
of the drastic character of the policy, however, the actual volume 
of imports is likely to be maintained at a reasonably high level 
on account of the existing stocks and the large number and 
substantial value of the outstanding licences and this factor is 
^expected to avoid scarcity conditions consequent upon non-issue 
of fresh licences. Government have, however, expected the trade 
ito ensure an equitable distribution of the available stocks at a 
reasonable price. I express the hope that the trade will fulfil 
this expectation in an adequate measure. 

Bombay State's Finances: 

The Budget of the Government of Bombay for the year 
1957/58 was presented to the State Legislative Assembly recently 
and as you have all noticed, the budget estimates have revealed 
;a prospective revenue deficit of Rs. 3.17 crores. The Finance 
Minister of Bombay has decided to leave the revenue deficit un- 
covered for the present. Various factors have guided him in 
taking such a decision. The more important to my mind, is 
the fact that the question of deciding upon what additional 
measures, if any, are necessary to raise the revenues adequate 
to finance the State’s obligations under the Second Five-Year 
Plan can be settled only after a definite indication is available 
as to this State’s share in the revenues derived from income-tax 
and other divisible Central Revenues, as also the extent of other 
forms of Central assistance. As you are all aware, the Finance 
Commission is at present engaged in the examination of the 
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problem of distribution of divisible revenues between the Centre 
and the States and the various States inter se. The final recom« 
mendations of the Finance Commission are however likely to be 
out after some time. 

We are glad to observe that, no additional measures of 
taxation have been announced to cover the revenue deficit. In 
the context of the recent Union Budget Proposals, and the high 
level of taxation that already obtains in our State, any attempt 
at additional taxation would have only added to the burden of 
the tax*payer in the State. I would, therefore, like to reiterate 
the special aspects of the needs and requirements of the Bombay 
State. As a result of the reorganisation of the States, our State 
has been enormously enlarged with the integration of the areas 
of Kutch, Saurashtra, Vidarbha and Marathawada. As you are 
well aware, industry and trade have played an important part 
in the economy of the former Bombay State. The New Bombay 
State with the accretion of additional natural resources, fairly 
large agricultural production and concentration of many indusr 
tries, promises to continue to generate the necessary climate for 
the pursuit of activities in trade and commerce contributing 
significantly to its prosperity. The Bombay State, therefore, will 
continue as before to make substantial contributions to the 
Central revenues in the shape of taxes on income, corporation 
taxes, Union excise, etc., and the citizens of this State have a 
legitimate right to expect that they should be able to derive a 
greater benefit out of the increased contributions that they are 
making to the Central revenues, through their pursuits and 
avocations. 

The claim of Bombay for increased financial assistance from 
the Centre is also indisputable. It is well known that some of 
the new regions like Kutch, Saurashtra and Marathawada are 
backward areas and have on that account faced recurring deficits 
since long. The new Bombay State has again to face such pro- 
blems as bringing the scales of pay and dearness allowance on 
par with those existing in the area before the reorganisation of 
the State and loss of revenue consequent upon extension of 
prohibition policy to the newly merged areas where prohibition 
was not obtaining previously. 

In an enlarged State of its size and population, with its 
emphasis on trade and industry, there are a large number of 
cities in which considerable population is concentrated, involving 
problems relating to the maintenance of law and order, pro- 
viding hygienic living conditions, slum clearance, and their 
33 
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successful solution call for efforts of great intensity and magni- 
tude. The Bombay State will therefore have to meet huge 
expenditure which cannot be deployed solely out of its own 
resources. 

It is true that having regard to the strain on the Central 
Finances the States should make more and more efforts to depend 
upon their own resources for the execution of the various 
schemes of development falling within its sphere. It must be 
remembered however that so far as the Bombay State is con- 
cerned, it has not only raised the necessary revenues through 
additional taxation measures but also has actually exceeded the 
targets of revenue realisation laid down under the First Five- 
Year Plan. In the process, however, people of the State have 
had to bear a considerable burden of taxation and they are 
naturally justified in expecting some relief. In any case, they 
would be justified in their expectation that at least circumstances 
would be created which would obviate the necessity for any 
large-scale additional taxation measures by the State Government 
in its efforts to find the necessary resources for financing their 
development programme under the Second Five-Year Plan. 

Your Committee have already conveyed these views to the 
Finance Commission and I express the hope that it will do full 
justice to the case of Bombay for an increased allocation from the 
revenues accruing from taxes on income, central excises, estate 
duty, etc., as also the special needs and requirements of the 
State consequent upon its reorganisation. 

Sales Tax: 

We are happy to learn that the Government of Bombay 
have decided to appoint a Committee to inquire into the question 
of introducing a uniform piece of legislation on sales tax and 
to make recommendations to Government in that regard. We 
express the hope that the Committee will give all the interests 
concerned sufficient opportunity of placing their considered views 
and suggestions before itself and that it will evolve a uniform 
sales tax scheme applicable to the entire State of Bombay and 
that such scheme will be simple in character and easy to adminis- 
ter so as to minimise in a large measure the hardship and in- 
convenience which is being experienced by the trading 
community in the course of the implementation of the present 
scheme of sales tax. 

While on this I would also like to refer to the question of 
conversion of sales tax on certain commodities like mill-made 
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doth, sugar and tobacco into additional Central excise duties. 
The proposal is generally welcomed as it is expected to remove 
the administrative hardship and inconvenience which is experi- 
enced at present as a result of levy of sales tax on these com- 
modities. The basis on which the proceeds from the additional 
excise duty in lieu of sales tax to be levied on these commodities 
is a very important question for our State. As the Finance 
Minister of Bombay has stated in the course of his budget speech^ 
if the population is adopted as the basis it would result in great 
injustice and loss of revenue to the State. The three trades in 
question are important ones for our State and the loss of revenue 
which the State will sustain in case population instead of con- 
sumption is adopted as the basis, will be very great indeed. The 
question is at present referred to the Finance Commission. It 
is hoped that the Finance Commission will recommend consump- 
tion which is the just basis for allocation of proceeds from addi- 
tional excise duties in lieu of sales tax. It is relevant to point 
out in this connection that so far as the distribution of the 
revenues from central excise on certain commodities is concerned, 
the First Finance Commission has recognised the justness of the 
demand for adoption of consumption as the basis for such dis- 
tribution. The Commission, however, was not in a position to 
recommend this basis in view of the fact that the requisite data 
in the matter were not available. We express the hope that the 
requisite data is now available and this would facilitate the 
adoption of consumption as the basis for the distribution of the 
revenue from excise duties, including surcharges thereon to be 
levied in lieu of sales tax. 

Speech of Shri Naval H. Tata, President, at the Second 
Quarterly General Meeting of the Members of the Indian 
Merchants* Chamber, held on Tuesday, the 13th October 1957. 

Friends : 

The summarised reports of the work done by the Committee 
during the Second Quarter of the year have been circulated to 
Members through the medium of the monthly JournaPof the 
Chamber. 

Economic Situation: 

I had occasion to review the economic trends during the 
course of my speech at the First Quarterly General Meeting and 
h^ particularly emphasized the desperate position we were in 
with regard to both internal and external resources. Examining 
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at length the internal resources position vis-a-vis the extra- 
ordinary and unprecedented levies resulting in a heavy burden 
of new or additional taxation on the country, I was constrained 
to observe that the cumulative burden on the community had 
reached proportions which the country would not have the 
capacity to shoulder. A tax burden of this magnitude, parti- 
cularly having regard to the under-developed nature of our 
economy was undoubtedly unbearable. 

During this quarter, the stresses and strains experienced by 
the economy have been further accentuated, and have culminated 
in a crisis in our balance of payments position consequent upon 
a steep decline in our sterling balances, which have sunk below 
the normal statutory limit of Rs. 400 crores. It is gratifying to 
find that the Government and the Planning authorities are show- 
ing a sense of sober realism in assessing the available internal and 
external resources and readjusting the developmental pro- 
gramme in terms of pruning the Plan and evolving a scheme of 
rational priorities so as to save what has been described as the 
core of the Plan. In describing the crisis in terms * pains of 
growth ’ and ‘ difficulties of development * the Finance Minister 
was candid enough to admit in Rajya Sabha that the strain 
and the problems we are facing are real enough and I have no 
desire to minimise them."' 

The Report of the Central Board of Directors of the 
Reserve Bank of India for the past year has presented a frank 
and an objective diagnosis of the main malady afflicting our 
economy. The country has been faced with the phenomenon of 
rising prices at a time when production both in the agricultural 
and industrial spheres has been showing an upward trend. At 
the same time, the heavy balance of payments deficit is likely to 
operate as a powerful dis-inflationary factor. While we have 
been witnessing stepping up of the rate of investment in terms 
of sizeable increase in development outlay from Rs. 610 crores 
in 1955-56 to Rs. 760 crores in 1956-57 and to the budgetary 
outlay of Rs. 965 crores for 1957-58, there has been no corres- 
ponding incTease in the volume of savings available, both 
external and internal. This has evidently led to a hc«avy recourse 
to deficit financing which has steeply risen from Rs. 66 crores 
in 1955-56 to Rs. 280 crores in 1956-57. Likewise credit 
extended by the Banks to the Private Sector has increased from 
Rs. 65 CTores in 1954-55 to Rs. 152 crores in 1956-57. On the 
external side, there has been a heavy draft on our sterling re- 
serves, besides recourse to the aid from International Monetary 
Fund to the tune of Rs. 90 crores. As explained by the Union 
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Finance Minister, ‘'this steadily mounting resort to Bank credit 
rather than to genuine savings both by Government and the 
private sector for financing development programmes has in* 
evitably exerted pressure on prices **. 

Price Trends: 

Since the middle of 1955, we have been witnessing emerg- 
ence of inflationary pressures in the economy. Over the last 16 
months prices have shown a continuously upward trend. The 
general index of wholesale prices (base: 1952-53 = 100) increased 
from 98 in March 1956 to 106 in March 1957 and to 113.3 in 
July 1957, showing a rise of nearly 14 per cent. This rise in 
the prices was shared practically by all the major groups, 
although, the rise was most pronounced in the case of cereals, 
which registered a rise of 19 points. The index of industrial 
raw materials moved from 111 to 122 and the manufactured 
articles from 103 to 109. This was clearly the manifestation of 
the glowing imbalance in the economy created by the rising 
impact on demand of the incomes generated by heavy investment 
under the Plan. It is significant to note that the rise in the 
price of foodgrains persisted in spite of the import by Govern- 
ment of 3 million tons of foodgrains. It was partly due to the 
increased holding power of the agriculturist consequent upon 
co-operative and other credit facilities, that there was a decline 
in the marketable surplus relative to total production. 

The most important problem before the Government was 
that of holding the price-line, failing which the rising spiral of 
prices would set into motion forces which would continuously 
push up the cost structure thereby adversely affecting production 
in the industrial sector. The situation has been further fraught 
with the dangerous potentiality of unleashing forces of indus- 
trial unrest which may jeopardise the very implementation of 
the Plan. Besides, appointing the Foodgrains Enquiry Com- 
mittee to carefully examine the food situation in general and 
to go into the question of foodgrains prices in particular, the 
Government took several short-term measures to curb the rise in 
prices. Through an agTeernent with the U.S. Government under 
P.L. 480, arrangements have been made for importing wheat 
and rice; a network of Fair Price Shops have been opened for 
distribution of foodgrains; the Essential Commodities Act has 
been amended empowering Government to requisition food* 
grain stocks at the average market price of the preceding three 
months; wheat and rice zones have been created for regulating 
movement of these cereals and thereby alleviating the problem 
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of local shortages. In addition the Reserve Bank of India had 
taken various selective credit restriction measures from time to 
time to curtail speculative and other undesirable forms of credit. 

It would indeed be premature to draw any conclusions as 
to the extent of effectiveness of these measures in checking the 
prices. However, the latest trends reveal a slight decline in the 
price trend, though it would be difficult to say how far the same 
could be said to be of a permanent nature. As a result of the 
directives from the Central Banking Institution, the scheduled 
banks have been exercising a substantial credit restraint. The 
index of food articles has shown a downward trend standing at 
109.9 in the first week of September 1957 from the high level of 
113.3 in July 1957. Similar decline however has not been 
recorded in respect of industrial raw materials or manufactures. 
It is necessary to realise that the policy of controlled 
expansion '' of credit has to be applied with sufficient flexibility 
so as not to discourage the legitimate trade and industrial ex- 
pansion through a credit squeeze. The problem is to ensure that 
the expansion of money and credit does not take place at a rate 
disproportionate to the capacity of the community to mobilise 
real resources in the community If the inflationary pressures 
in the economy have to be effectively brought under control and 
a larger volume of investment has to be sustained, the crucial 
question is to increase domestic production, especially food pro- 
duction simultaneously with the supply of consumer goods. The 
present situation therefore needs a realistic appraisal of the 
problem and a re-orientatiqn of the taxation and other policies 
so as to create a climate conducive both to increased production 
and ihcreased savings. 


Trends in Production: 

Agricultural production in 1956-57 according to the latest 
estimates has been placed at 68.6 million tons as against 64.9 
million tons in 1955-56 and 66.6 million tons in 1954-55. The 
output of foodgrains in 1956-57 thus represents a sizeable increase 
of nearly 6 per cent over the level reached in 1955-56. In view 
however of the rise in foodgrains prices consequent upon a com- 
parative decline in the marketable surplus, it has become impera- 
tive to concentrate all-out efforts to achieve the revised targets 
of an increase of about 28 per cent in agricultural production 
as a whole and of about 25 per cent in the case of foodgrains 
so as to ensure the successful implementation of the Plan. The 
question also assumes great significance in the context of the 
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heavy draft on our foreign exchange resources as a result of 
imports of foodgrains. 

Industrial production showed a rising trend. The average 
index of industrial production of 1951 as base year rose from 122.1 
in 1955 to 133 in 1956 representing an increase of about 9 per 
cent. The average of the index for January /April 1957 worked 
out at 141.9 representing an increase of 9 per cent over the 
average for the same period of 1956. Substantial increases have 
been recorded in coal (15.3 per cent) and sugar (10.1 per cent). 
Production of cotton textiles and paper and paper boards was 
also higher by 6.2 per cent and 8.4 per cent respectively. 

Normally, the quarter under review, every year, is a period 
of comparatively slack business activity. During this period, 
money flows back to the banks and their advances are reduced. 
However, on account of the heavy demand for credit arising out 
of the continuously increasing tempo of business, bank credit 
had remained at a very high level throughout 1956 and the situa- 
tion was aggravated during the busy season early this year. In 
order to ^heck the speculative rise in prices and bring down the 
volume of bank advances to a reasonable level, the Reserve Bank 
issued directives to the scheduled banks in June this year to cut 
down their advances against foodgrains and sugar. Subse- 
quently, at a meeting with the representatives of the banks in 
August, the Governor of the Reserve Bank reiterated that the 
banks should tighten their credit policy and bring down their 
volume of credit in the shape of advances and bills purchased 
or discounted to Rs. 800 crores by the middle of October. The 
directives of the Reserve Bank arid its Governor seem to have 
been scrupulously implemented as the total of advances and 
bills purchased and discounted has diminished from Rs. 915 
crores in the beginning of July to about Rs. 835 crores in the 
third week of September. This is very near the target of Rs. 800 
crores which the Reserve Bank has recommended. 

With the busy season in sight, it is, however, fairly obvious 
that the demand for bank credit will again shoot up. A new 
factor which is likely to aggravate the situation is the recent 
steep increase in the Bank Rate by the U.K. from 5% to 7%, 
Though it is difficult to say whether there would be any corres- 
ponding adjustment in the Indian bank rate or not, it is certain 
that, as a result of this increase in the British Bank Rate, the 
pressure on the available supply of funds in India will increase. 
The exchange banks which draw upon the resources of their 
head offices in London during the busy season when the bank 
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rates in the two countries approximate to each other, would 
now find it to their disadvantage to do so. They will perforce 
have to depend on deposits in India with the result that the 
rates for deposits may go up and the cost of bank credit in 
general might rise. The Reserve Bank might be expected to 
ease the pressure to a considerable extent by lending against 
usance bills as it has been doing in the last few years but the 
assistance from the Reserve Bank may not be adequate. 

Foreign Exchange Resources: 

Heavy withdrawals from our foreign exchange balances, 
which have been causing anxiety to both the Government and 
the business community, continued uninterrupted during the 
quarter. Since the beginning of July, the reserves have declined 
by nearly Rs. 100 crores to Rs. 350 crores. Even if allowance 
is made for abnormal factors like the loan of Rs. 10 crores to 
Burma and to the sharp fall in the value of sterling securities 
consequent upon the increase in the Bank Rate, the depletion 
of our limited foreign exchange resources continues to be at an 
alarming rate. It will be quite some time before the stringent 
restrictions on imports placed in the beginning of the quarter 
and renewed for the next six months with slight changes make 
their influence felt. On the other hand, the estimate of external 
resources necessary for the implementation of the Second Five- 
Year Plan which was originally placed at Rs. 1,100 crores, has 
now been stepped up to Rs. 1,600 crores. Taking into account 
the external assistance that has been promised or committed 
upto now and the sterling Balances and I.M.F. credit already 
utilised, there is a gap of Rs. 700 crores to be bridged. The 
Finance Minister and the unofficial delegation of businessmen 
who are in the U.S.A. at present are making a valiant effort to 
attract foreign capital to this country on the requisite scale. If 
their efforts yield fruit, the Second Five-Year Plan will have 
surmounted one of the most difficult hurdles with which it has 
been faced early in its career. If, however, the flow of external 
assistance falls short of the requirements, the country will-have 
to reconcile itself to a smaller Plan than is envisaged at present. 
From this point of view, the speech of the Minister of Labour 
and Employment and Planning, Shri Gulzarilal Nanda, in the 
Lok Sabha, towards the end of the last session of the Parliament 
is sober and realistic. Fully realising that planning was to be 
a continuous process and that the Second Five-Year Plan was to 
be followed by a series of plans, he said : 
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“ We have to do nothing which will queer the pitch for 
subs^uent phases of development. I am saying all this 
in view of certain warnings which are being given to us. 
We are all aware of the problem we are facing. We are 
aware of the urgency of resurveying our resources, of 
redoubling our resources, of redoubling our efforts and 
to an extent, the need to readjust our Plan. I am saying 
this to convey to the House that this overriding import- 
ance of keeping inffationary pressures under control is 
very fully present before our minds, and we are attempt- 
ing a rephasing of the Plan in the light of these 
considerations." 

Our solution for bridging the widening gap would be to 
curtail imports, so that our exports exceed the value of the 
products that we buy abroad. But this solution has only limited 
scope, because, as has been indicated earlier, even for the imple- 
mention of the core of the Plan, which is vital for meeting the 
immediate needs of the economy and which the nation is com- 
mitted to see through, large volume of capital and machinery 
will have to be imported. The policy of import cuts, if pursued 
indiscTiminately, will be self-defeating in purpose and would 
ultimately slow down the rate of development itself. Moreover^ 
there is a limit to the measure of austerity and sacrifice that 
could be demanded of the people at a time. In order, there- 
fore, to see that the pace of industrialisation is not slowed down 
and that the community at large is subjected only to such strains 
and sacrifices as it could possibly bear, the level of imports 
must be taken to be more or less ^static. To say this is not to 
deny the need for a carefully framed restrictive import policy 
for the Plan period. My purpose in emphasizing this point is 
just to indicate that for an effective solution to the difficulty, 
attention will have to be concentrated on the augmenting of 
our export earnings to a level far surpassing the planned tar- 
get. Import cuts would, at Best, be only a partial solution to 
the problems of a developing economy. 

Within home, Government have instituted many effective 
measures for giving an incentive to our export promotion drive. 
The setting up of Export Promotion Councils for a good num- 
ber of our major export commodities, the constitution of the 
Export Risks insurance Corporation to provide protection to 
exporters against risks arising in export trade, the setting up of 
a Foreign Trade Board to co-ordinate export promotion policies, 
the sponsoring of industrial-cum-goodwill Missions to some of 
our prominent buyer countries are all steps in the right direc- 
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tion which would stimulate and expand our exports. But mere 
setting up of these bodies would be of no avail if really effective 
and imaginative policies and liberal fiscal measures do not ensue 
from these agencies. Among the fiscal incentives, rebate of 
import duty on exported commodities in respect of their import 
ingredients, remission of income-tax at a reasonable rate in 
respect of income from exports, export subsidies, elimination of 
the incidence of sales tax on commodities meant for export, etc. 
are some of the suggestions which require urgent consideration 
and liberal implementation. The rebate of import duty is not 
being made full use of by the trade mainly because of the vexa- 
tious procedure and delay in grant of rebates. Formulae for 
rebates on different commodities, based on an ad hoc basis, to 
be modified periodically, if necessary, ought to be devised to 
settle applications for rebate promptly. 

Remission of direct taxes has taken positive forms in other 
countries. India has still to adopt practical incentives in the 
shape of more tax reliefs which have become common in other 
countries. A number of countries in Europe and America, 
including those well-established in international trade, offer 
export subsidies. It is axiomatic that India’s aspirations to 
obtain an increasing share in world trade in manufactures will 
be conditioned by our competitive strength. This strength can- 
not be built in a short period by a country that makes a late 
start in industrialisation. All our policies, economic, financial 
and social welfare, have to be judged by this criterion whether 
the same, directly or indirectly, helps or hinders the competitive 
strength of our industries. Besides fiscal incentives, efforts have 
also to be made to see that Indian goods are of a high quality 
and standard and are priced moderately. The railways should 
help not only the expeditious movement of export commodities 
to the ports but also give concessions to export trafl&c. It may 
also be desirable to see, whether in a crisis like this, we could 
not do away with some of the restrictive measures in certain 
sections of large-scale industries like textiles and oils, so that 
increased production in such sectors might contribute to greater 
exports. 

The Central Government have, of late, been prepared to 
permit the installation of automatic looms provided their output 
is entirely earmarked for export. ^With greater incentives and 
further relaxation of restrictions, the country can far surpass the 
export target of 1,000 million yards a year. The present exchange 
difficulty through which India is passing is sheer outcome of the 
strains and stresses resulting from our highly accelerated develop- 
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ment programme. I firmly believe that with success attending 
our efforts to acquire adequate assistance from friendly countries 
and with a dynamic and multi-pronged export promotion drive, 
we will be able to slow down the rate of outgoings of foreign ex- 
change and improve trade equilibrium. The high and continu- 
ing deficit in the balance of payments and the steady decline 
in our sterling balances have invested the problem with a sense 
of urgency. 

New Import Policy: 

The Import Policy for the licensing period commencing 
from the 1st October 1957 has just been announced. The new 
Import Policy, no doubt, represents an improvement over the 
policy which was in force during the quarter July-September 
1957. As compared to the Policy for the period January-June 
1957, however, it represents a great measure of tightening of 
imports. The new Policy envisages drastic all-round cuts in 
imports of a large variety of goods, so as to effect saving in the 
country’s foreign exchange resources to the extent of about Rs. 

100 crores, as compared to the total outlay incurred on imports 
during the first half of the current year. Such a highly restric- 
tive import policy was inevitable in the context of the acute 
foreign exchange problem which the country has to face. 

The new import policy represents an attempt on the part of 
the Government to utilise the limited available foreign exchange 
in the best possible manner. One of the primary needs of the 
hour is to maintain the tempo of indigenous production and 
it must be said to the credit of Government that they have tried 
to ensure not only to maintain but to increase the tempo of indi- 
genous industrialisation by making adequate provision for grant 
of licences in respect of raw materials, components and acces- 
sories required by the various industries. An attempt has also 
been made to enable the established trade channels to maintain 
their position in the import trade by utilising their services in 
the importation of some of the important industrial raw 
materials. • 

In a way, the new Import Policy can be deemed to be a 
challenge to the initiative and resoiurcefulness of the indigenous 
industries. It is upto them to take advantage of the opportunity 
now presented to them and to expand their production and to 
establish new industries so as to fill up the gap caused by the 
severe curtailment of imports of a wide variety of articles. There 
is, however, one moral responsibility on the indigenous indus- 
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tries and that is to keep their cost of production to the mini- 
mum level possible, so that the prices at which their products 
are available to the consumers are not unduly high. At the 
same time, Government will have to exercise a constant watch 
over the inflationary forces and to hold them in check, so as to 
ensure availability of raw materials and other requirements of 
the industries at reasonable prices and not to allow the wage 
structure of the industries to rise to unduly high levels. The 
industries must also take measures to maintain and improve the 
quality and standard of their finished products. In this connec- 
tion, I would refer to the appeal of Sjt. Morarji Desai, Minister 
for Commerce & Industry, to the traders and manufacturers not 
to take advantage of the situation arising out of the restricted 
import policy. It is gratifying to note that the appeal has 
evoked encouraging response from the traders. I am confident 
that the 1 radc and Industry of the country will rise to the 
occasion and continue to extend their unstinted co-operation to 
Government in the matter of holding the price line. 

Role of Labour: 

Labour, as we all know, has to play a vital role in the reali- 
sation of our objective of rapid economic advancement. I firmly 
believe that industrial peace or cordial employer-employee rela- 
tions should be an expression of the mutual acceptance of the 
principle of reconciliation, compromise and co-operation. A 
notable contribution has been made in this direction by the 
15th Session of the Indian Labour Conference held in July last 
in New Delhi. An important outcome of this Conference was 
the virtual abandonment of the demand for a 25 per cent increase 
in wages. There may now be neither a blanket wage freeze 
nor a blanket increase in wages. This, to my mind, is quite 
realistic under the present circumstances. Otherwise, an indis- 
criminate increase in wages would have led to endless complica- 
tions in the industrial cost structure, besides being inflationary 
in its consequences. I would also like to remind the labour 
leaders in this connection that if ever there is any section of 
Indian society which has received a considerable amount of bene- 
fit in recent years, it is the workers in factories and plantations. 
Shri G. L. Nanda, Union Labour Minister, while refuting the 
charge that the real wages of workers had fallen, quoted figures 
in the Lok Sabha very recently to prove that the earnings of 
workers in real terms had improved during the last few years. 
Real earnings, apart from housing and other welfare amenities, 
according to him, had risen by 25 per cent since 1947, although 
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as compared with 1939, the rise was threee per cent. Taking 
the 1939 earnings of workers as low, the index of real earnings 
was 78 in 1947, 92 in 1951, 102 in 1952, 100 in 1953 and 103 in 
1954. He also added that if social security measures were also 
taken into consideration, as much as 20 per cent could be added 
to these figures. If, however, the workers’ earnings and their 
standard of living in our country are still low, these deficiencies 
are, as the Labour Minister rightly pointed out, “ part of the 
general problem of poverty in the country ” and could not be 
made up for the most part without a corresponding increase 
in output and productivity ”. From this point of view, I think, 
it is gratifying to note that the Central Advisory Council of 
Industries adopted a resolution recommending to the Govern- 
ment the establishment of a tripartite national productivity 
council. Such a council, in my opinion, could do much to 
stimulate interest in productivity and also undertake producti- 
vity studies and experiments. 

The appropriate machinery for wage fixation, it was sug- 
gested, would be tripartite wage boards similar to the one already 
appointed for the cotton textile industry. However, I feel that 
the appointment by Government of wage boards for other 
industries will be rather inopportune at the present juncture. 
The proposed wage boards will have to tackle innumerable 
problems of bewildering complexity. They will have to take 
into account the differences in cost of living in different areas 
and the differences in the work-content of different occupations. 
They will also have to reconcile these differences with the 
obvious divergence in the ‘ capacity to pay ’ of different units. 
The Government will also have to ensure that the wage boards, 
if and when they are set up, do not function in isolation, and 
their awards, before they are published, are subjected to some 
expert and impartial scrutiny. Such sautiny will have to be 
undertaken in the interests of a certain uniformity which will 
avoid unnecessary controversy over discrepancy in rewards for 
similar work. 

In the final analysis, all wage increases, as the Union Labour 
Minister himself has recognised., must be rooted in productivity 
and productivity in its broader sense involves the economic utili- 
sation of all resources, plant, raw materials and man-power. 
Workers, therefore, should realise that at a time when the eco- 
nomic stability of the country is being threatened by inflation, 
demand for higher wages can be justified only when accompanied 
by a corresponding improvement ip productivity. 
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Labour Discipline: 

I now come to a matter which has been exercising the minds 
of industrialists for some time past. It is to be regretted that 
there is a growing deterioration in our sense of national disci- 
pline and tolerance. I would particularly like to confine my- 
self here to* the question of discipline among the workers. 
In recent years there has been a distinct slackening 
of discipline in the ranks of the workers. Apart from 
isolated acts of violence against supervisory stafE, which 
may be traced to imaginary or real grievances of indi- 
vidual workers, there have been instances of organised violent or 
serni-violent behaviour. The unruly behaviour of plantation 
labour in South India is a glaring example of the growing indis- 
cipline among the ranks of the workers. The tendency to resort 
to illegal strikes and serious forms of intimidation and violence 
have to be deplored. As you are all aware the 15th Session of 
the Indian Labour Conference considered the subject of disci- 
pline in Industry and set up a tripartite sub-committee to 
consider further measures for improving discipline in industry 
and this sub-committee has now drawn up a ‘ Code for Disci- 
pline ’ in industry. This ' Code for Discipline ' is now to be 
placed before the Standing Labour Committee to be held in 
this week in New Delhi, for its adoption and for suggesting 
measures for its effective observance by the parties concerned. 

This Code recognises that for the maintenance of proper 
discipline in industry, there should be recognition by workers 
and employers of the rights and responsibilities of either parties. 
It enjoins both parties to encourage constructive co-operation 
between their representatives at all levels and to abide by the 
spirit of the agreements mutually arrived at. 

It is indeed unfortunate that despite the existence of 
suitable machinery for the settlement of industrial disputes, 
strikes and lock-outs are not infrequently resorted to. In recent 
months, there has been a general .wave of labour unrest in the 
country and our attention has been drawn to attempts on the 
part of some radical labour leaders to disrupt the working of 
some important industries. In my opinion, the ‘ Code for 
Discipline* is a document of considerable significance. If it is 
faithfully implemented, I think, it will help to maintain healthy 
industrial relations and induce a sense of co-operation between 
workers and managements. The tendency to treat industrial 
workers as a specially privileged class is certainly not healthy. 
They must realise that their jvelfare is linked up with the cco- 
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nomic development of the country in general and of the industry 
in which they serve in particular. May I take this opportunity 
of appealing to the labour leaders to give a correct lead to 
workers at the present critical juncture? I hope and pray that 
they will serve the working classes and the nation by observing 
this 'Code for Discipline' which has been evolved in the best 
interests of the country. 

Speech of Shri Gopaldas P. Kapadia, Vice-President, at the 
Second Quarterly General Meeting of the Members of the 

Indian Merchants' Chamber, held on Tuesday, the 15th 
October 1957. 

Friends: 

You have all listened to an interesting speech delivered by 
the President dwelling upon some of the important issues and 
problems confronting the economy of the country in general and 
the industrial and business community in particular. I would, 
with your kind permission, supplement the same by offering in 
brief my observations on certain other matters which are of 
topical interest. 

Wealth Tax and Expenditure Tax: 

Two new taxes, both of them having ramifications of a far- 
reaching character, have been added to the tax structure of the 
country. As you are all aware, when the Bills relating to the 
Wealth Tax and the Expenditure Tax were before the Houses of 
Parliament, the Chamber had endeavoured to place before Gov- 
ernment and the Members of the Parliament the implications 
of the schemes of taxation in question and their effect on the 
economy of the country. Subsequently representatives of the 
Chamber had also an opportunity of meeting the Select Com- 
mittee to which the Bills were referred and re-stating our point 
of view. 

Regarding the Wealth Tax, we had in particular empha- 
sized that the same should not be levied on companies for the 
obvious reason that a tax on corporate enterprise would, in 
effect, be a tax on productive capital and inevitably result in 
diverting productive resources from the private sector to the 
public sector. In a developing economy where the greatest need 
is to stimulate increased investment in productive operations, 
such a tax would act as a serious damper on increased invest- 
ment in corporate undertakings. It is unfortunate that when 
there should be a concentrated effort for encouraging the plough- 
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ing back of profits in joint-stock enterprise for the expansion or 
rehabilitation of such enterprise, a step like the one under dis- 
-cussion should have been taken which will lead to results of a 
contrary character. We had also drawn prominent attention to 
the incidence of double taxation that was inherent in the scheme 
of taxation of the wealth of joint-stock companies. In addition 
to the shareholders having to pay Wealth Tax on that portion 
of their wealth represented by investment in companies, the 
latter would also be called upon to pay Wealth Tax on the same 
asset. In the case of individuals, we had submitted that, if at 
all, such a levy should be only after a substantial reduction in 
the personal rates of taxation was effected. 

The Expenditure Tax is a novel measure of taxation. Such 
a tax is not in force in any country at the present moment. The 
administrative difficulties in implementing this scheme of taxa- 
. tion would be immense. It would practically become an instru- 
ment of oppression against the tax-payable public. The psycho- 
logical consequences of the operation of these two new taxes 
..have also to be given due weight. 

The Wealth Tax Bill underwent certain significant changes 
during the process of its Select Committee and Parliamentary 
stages. It is, however, a matter for profound regxet that the 
proposal that the tax should at least not apply to companies 
did not find favour. We cannot help reiterating that the Wealth 
Tax on Companies will seriously come in the way of the expan- 
sion and development of corporate enterprises in the private 
. sector. I do not propose, at this stage, to refer, in more detail, 
to the modifications made in the Wealth Tax legislation. I will 
.only refer, in passing, to some of' the changes which indicate an 
improvement over the previous position. Companies engaged 
in the manufacture, production or processing of goods or articles 
or in mining or in generation or distribution of electricity or 
power are being given a Wealth Tax holiday for a period of 
five years from the date of their incorporation. Shipping com- 
panies will be exempt from this tax which, indeed, is to be 
welcomed. In the case of a company where the profits made 
in any year are less than the wealth tax payable for that period, 
..the tax liability would be limited to the amount of the profits. 
Shares held by one company in other companies, including shares 
held by a person in a company which is not liable to Wealth 
Tax on account of the special provisions contained in the Bill 
would also be exempt from the levy. While the exemption 
granted to industrial companies undertaking substantial expan- 
sion is, indeed, welcome, the benefit is, from a practical point 
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of view, rendered nugatory by the requirement that the accounts 
of the existing unit and the expanded portion should be segre- 
gated and separately maintained. With an integrated structure 
for the whole unit, such a treatment would present difficulties of 
a practical character. 

In regard to the Expenditure Tax Bill, the modifications 
made are less fundamental and in effect are matters of small 
detail. Of course, the list of exemptions has been slightly 
enlarged. The definition of the term ' dependent ' for purposes 
of allowance of expenditure is also made a little wider. But 
even the revised definition does not go far enough. We had urged 
that, in view of the social conditions obtaining in this country, 
where for generations together the idea of a moral obligation for 
supporting poor relatives had persisted, the definition of ‘ depen- 
dent ’ should include parents, brothers, sisters and other blood 
relations who, in effect, depend upon the assessee for their 
sustenance. The provision has been modified so as to include 
the wife or husband of the assessee, as the case may be, and to 
provide a separate allowance of Rs. 4,000 for the maintenance 
of the assessee’s parents. Even now we cannot help reiterating 
that a wider category of dependents as suggested by us earlier 
should have been covered for the purpose of the relief. 

As I mentioned, the two taxes have become part of our tax 
structure. At this stage, therefore, we have to concentrate our 
efforts to ensure that the administration of the measures in ques- 
tion is carried on in a spirit which takes due note of the practical 
requirements of the situation confronting the assessees. Arbitrary 
exercise of the extensive powers vested in the administrative 
officers by the provisions of the Act should not result in the 
harassment of the assessees. I am sure, I am voicing your feel- 
ings when I specially urge that this aspect should receive the 
special attention of those in authority so that suitable instruc- 
tions are issued to the Departmental Heads concerned with the 
practical application and day-to-day administration of the tax 
measures. 

Spate of Hasty Legislation: 

We have had occasions often in the past to give expression 
to the serious concern caused on account of the trend of rapid 
succession of legislative enactments affecting different aspects of 
commercial and industrial activity in the country. In fact, 
those in charge of trade and industry have been finding it 
increasingly difficult to keep pace with the manifold require- 
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merits under such legislative measures. These legislations and 
the rules framed thereunder characterising Government’s policy 
in the economic and concerned spheres seem to suggest that the 
psychological need for a general sense of assurance that the 
interests more directly affected by the legislation would be 
afforded reasonable opportunities to place their points of view 
before Government is not properly appreciated and is, in fact, 
being ignored. In order to give the necessary encouragement 
for discharging the tasks and obligations implied in the pro- 
gramme of development, creation of an atmosphere congenial 
to the purpose is of utmost importance and legislations enacted in 
such a hasty manner affecting important activities in the sphere 
of trade, commerce and industry would only tend to curb and 
eventually destroy the feeling of confidence necessary in a large 
measure for creating and sustaining the required atmosphere. It 
is, therefore, imperative that any feeling of grievance in the 
minds of interests affected, of Government having completely 
by -passed them by going ahead with their proposals without 
any attempt to evolve legislative measures on the basis of pre- 
vious discussion and consultation should be avoided. 

Another aspect resulting from such hasty legislation is the 
grievance that is largely felt by the public in their not being able 
to give proper and adequate consideration to the different legis- 
lative measures that are being introduced in Parliament from 
time to time by reason of the fact that in a majority of cases 
there is very little time-lag between the introduction of the rele- 
vant bills in and passage of the same by Parliament. No doubt 
bills which are considered by Government of public importance 
are being circulated for eliciting public opinion, but, at the 
same time various measures of considerable importance, espe- 
cially those in the domain of finance, commerce, industry and 
labour are being rushed through very often without affording 
the requisite time and opportunity to the general public for 
enabling them to place before Government their considered 
views and observations, particularly in regard to the hardships 
and difficulties that would emerge out of practical operation of 
such measures. In many cases even copies of bills on which the 
interests affected would like to place before Government their 
views and suggestions are not made available for a very long 
time after their introduction in Parliament, with the result that 
the public finds it extremely difficult, if not impossible, to be 
ready with and forward to Government their views and obser- 
vations within the prescribed period. 
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This state of affairs naturally gives room for a genuine 
grievance that Governmental measures fail to take cognisance 
of the various problems confronting or affecting certain impor- 
tant sections of the population. I would, therefore, like to 
emphasize that Government should, as a matter of general prin- 
ciple and practice, arrange for the circulation of all bills that 
may be introduced in Parliament, particularly those affecting 
the spheres of finance, commerce, industry and labour, and the 
interests concerned allowed adequate time and opportunity for 
giving their mature consideration to and offering their views 
and suggestions on the provisions of those bills. I would also 
suggest that Government should make the necessary arrange- 
ments for making available sufficient number of copies of the 
bills in different parts of the country and to take into account 
the availability of copies of the bills in fixing the time-limit for 
submission of views and suggestions of the interests concerned. 

It is also necessary that there should be a reasonable time-lag 
between the submission of the reports of Select Committees to 
which certain bills might be referred and the ultimate consi- 
deration and passage of such bills by the Houses of Parliament 
in the light of those reports, in order to enable the interests or 
bodies affected to bring to tlie notice of Government any prac- 
tical difficulties or lacunae which in their opinion might result 
from the implementation of the measures as recommended, 
altered or modified by the Select Committees. 

While on this, I may refer to the practice followed by 
Government of making far-reaching amendments in the Indian 
Income-tax Act through the annual Finance Bill. In view of the 
fact that the annual Finance Bill has to be passed by Parliament 
within a restricted period and also of the fact that it is not the 
practice to refer the Finance Bill to a Select Committee the 
interests concerned are deprived of the opportunity to give their 
consideration to the provisions of the bill and submit to Gov- 
ernment their comments and observations thereon. I would, 
therefore, earnestly suggest for the consideration of Government 
that proposals to amend legislations like the Indian Income-tax 
Act should not form part of Finance Bills but should form the • 

subject-matter of separate bills to be introduced in Parliament 
and to be circulated for eliciting the views and suggestions of 
the interests concerned. 

Central Sales Tax: 

The levy of sales tax on inter-State transactions under the 
Central Sales Tax Act, which was enacted towards the end of 
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1956, has commenced from the 1st July 1957. This legislation 
was primarily aimed at regulating the levy of sales tax on inter- 
state transactions and putting an end to the state of confusion 
that prevailed in the sphere of inter-State trade for some years. 
In actual practice, however, the position of certain kinds of 
transactions which are carried on in the sphere of inter-State 
trade and commerce is yet to be clarified vis-a-vis the Central 
Sales Tax Act and there is a lurking fear in the minds of tra- 
ders that the authorities of more than one State may claim the 
right to levy inter-State sales tax on such transactions. To 
illustrate the point, when goods are despatched by a dealer in 
one State to a dealer in another State and delivery of the same 
is given to the buyer by transfer of documents of title to the 
goods in the buyer’s State a question arises as to which State 
is entitled to levy inter-State sales tax on such transactions. 
Bearing in mind the object underlying the Central Sales Tax 
Act, namely, to end the chaos that was in evidence in the sphere 
of inter-State trade for some time, it is really the exporting 
State which should be entitled to levy inter-State sales tax on 
the above transactions. If the importing State is deemed to be 
entitled to levy tax on such transactions, we would be reverting 
to the previous situation under which a State Government 
impinged administratively upon the dealers of another State — 
a situation which had caused a good deal of harassment and 
difficulties to the traders throughout the country for a consi- 
derable time and which it was the intention of Government to 
avoid by passing the Central Sales Tax Act. 

There is another important aspect to which I would like 
to refer in connection with the working of the Central Sales Tax 
Act. In some of the trades, according to the normal methods 
of business, sales by transfer of documents are effected two or 
three or even four times before the delivery of the goods is 
actually taken by the ultimate buyer. By virtue of the provi- 
sions of Section 3 of the Central Sales Tax Act, every such sale 
by transfer of documents to the title of the goods would attract 
inter-State sales tax. The addition of tax at every stage in this 
way only adds to the cost structure of the article. The Chamber 
has, therefore, suggested to the Authorities that with a view to 
preserving the normal methods of business which prevailed in 
some of the trades over a number of years and with a view to 
reducing the incidence of the Central sales tax on inter-State 
sales of the goods in question, the provisions of Section 3 of 
the Act should be so modified as to ensure that inter-State trans- 
actions would be subject to inter-State sales tax only at the point 
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at which there is sale by a dealer in one State to a dealer in 
another State. I would also in passing refer to the need for 
making a suitable provision in ^ the Central Sales Tax Act for 
grant of rebate of the inter-State sales tax paid on goods im- 
ported from one State into another for the purpose of export 
outside the country. Such a provision is necessary in the con- 
text of the present highly competitive conditions in the export 
markets. 

There are also other difficulties which are experienced in the 
course of the working of the Central Sales Tax Act. There 
are several other points which are awaiting clarification from 
the authorities. We are conscious of the fact that when the 
Central Sales Tax Act was framed. Government could not fore- 
see and anticipate all the difficulties that would arise as a result 
of its operation. All the same, it is heartening to note that those 
in charge of the administration of the Act have given assurance 
that Government are prepared to consider the difficulties of the 
trade sympathetically and try to solve them. 

C us to ms Di fficu 1 1 ies : 

For the last few years, there have been recurring complaints 
about Customs difficulties from the various sections of the trade. 
The main Customs difficulties usually complained of relate to 
classification and assessment of goods, delays in completion of 
assessment proceedings, delay in completion of chemical and 
analytical tests, insistence on the part of the Customs Authorities 
on frequent analytical tests, sudden changes in classification of 
articles with consequential changes in the rates of duty leviable 
thereon without prior notice to the trade, lack of uniformity in 
the procedures adopted at the different Ports and difficulties 
caused by the lack of proper co-ordination between the Import 
Control Authorities on the one hand and the Customs on the 
other. 

The changes in Customs classification of imported articles 
have occasioned considerable difficulties to the trade. Goods 
which are assessed under a particular classification for number 
of years are also sometimes affected by changes in classification. 
In this connection, the Chamber has suggested that when a 
change in classification is proposed to be made with regard to a 
particular item, the interests concerned should be previously 
consulted and the change should be announced through a Pub- 
lic Notice for the information and guidance of merchants con- 
cerned sufficiently in advance, so as to allow them sufficient time 
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for making the necessary adjustments. As a result of lack of 
adequate co-ordination between the Customs Authorities and 
the Import Trade Control Authorities, the trade is not in a 
position to get authoritative information about the Import 
Trade Control Classification of the articles that are to be im- 
ported. In order to get over this difficulty, the Chamber has 
often suggested in the past that a machinery composed of offi- 
cials drawn from both the Import Trade Control Department 
and the Customs should be set up to determine classification 
of articles and to advise the importers concerned of the same 
promptly. We would urge the Authorities to consider this 
suggestion with a view to its early implementation. 

yVpart from this, there is need for taking steps to energise the 
machinery in charge of the administration of the Customs law at 
the different Ports and for a reorientation in the outlook of the 
Customs personnel in a manner which, while safeguarding Gov- 
ernment's revenue, take due note of the genuine difficulties of 
the trade resulting from the observance of the Customs proce- 
dural formalities. In this connection, we would suggest the 
institution of some sort of supervisory arrangements on the work 
of the staff at the lower stages which would greatly facilitate 
expeditious disposal. The provision in the Sea Customs Act 
regarding appellate machinery also call for amendment. The 
appeal provided for under the Sea Customs Act as it stands at 
present is only in the nature of departmental review and cannot 
claim the merit of an appeal to an independent authority. We 
are of the opinion that the relevant provisions of the Sea Cus- 
toms Act should be amended at an early date, with a view to 
setting up an independent Appellate Authority to hear appeals 
from the orders passed by the Customs Officials on the lines of 
the Income-tax Tribunal. The Tribunal should be subject to 
the administrative control of the Law Ministry. Such a course 
will, we believe, inspire confidence in the traders and also ensure 
greater care and circumspection on the part of the Customs 
Officials while passing orders and decisions and minimise the 
element of arbitrariness in their decisions. I may add that the 
Committee of the Chamber have, in a comprehensive Memo- 
randum submitted to the Customs Reorganization Committee, 
made these suggestions and several others. It is to be hoped that 
the views and suggestions of the Committee of the Chamber 
will receive careful consideration at the hands of the Enquiry 
Committee and the recommendations of the latter will be such 
as would help to simplify the Customs procedural formalities 
and to minimise occasions for complaints by the trade about 
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hardship and inconvenience caused to them in the observance 
of the same. 

Administrative Tribunals: 

The recent announcement of the Union Finance Minister 
regarding the proposal to establish administrative tribunals in 
this country for disposal of questions arising out of the admin- 
istration of fiscal laws relating to Income-tax, Estate Duty, Cus- 
toms, Excise, Foreign Exchange, etc. has to be viewed with great 
concern as it would involve a fundamental change in our 
judicial system. As the Minister for Law has confirmed that the 
proposal for administrative tribunals to decide revenue disputes 
and matters relating to conditions of service and discipline of 
Government employees is under active consideration, it is perti- 
nent to make a few observations on the far-reaching nature of 
the change contemplated under this system. One of the main 
reasons advanced in favour of the establishment of these tribu- 
nals is that the collection of revenues due to Government is 
being delayed due to the filing of writ petitions in the High 
Courts challenging the orders of the departmental officers and 
and that with a view to ensure the speedy collection of Govern- 
ment dues it is necessary to restrict the right of the citizen to 
resort to the extraordinary jurisdiction of High Courts in the 
matter of issue of various writs. The right to move the High 
Courts through writs is one of the most cherished privileges of 
the community and any attempt to constrict the fundamental 
rights through Executive encroachment should be forcefully 
resisted. To set up administrative tribunals outside the super- 
visory jurisdiction of the High Courts and the Supreme Court 
would mean the subservience of the Judiciary to the dictates of 
the Executive and this would be detrimental to the growth of 
our infant democTacy. While agreeing with the Finance Minis- 
ter on the need for expeditious disposal of disputes arising in 
the course of administration of fiscal laws, especially income-tax, 
and thus ensure speedy collection of taxes, I am afraid that the 
establishment of administrative tribunals would not by them- 
selves offer any real remedy to the situation. At the same time, 
any curtailment or abolition of the powers of the High Courts 
to adjudicate in such disputes would undermine the confidence 
of the community and the semi-official character of the tribunals 
would take away their impartial nature as their approach would 
invariably be coloured by considerations of revenue. 

The High Courts in India enjoy well-deserved forensic 
traditions and their zeal for dispensing even-handed justice and 
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the high quality of their decisions have earned for them prestige 
and public confidence. The ordinary citizen justifiably looks to 
them for preservation of his precious rights. The High Courts 
have been able to enjoy this reputation primarily because of 
their independence and impartiality arising from the sense of 
security and permanence of tenure in the matter of judicial 
appointments. The personnel of the Administrative Tribunals 
would be appointed and removed from office at the will of the 
Executive and naturally would not be able to command the 
measure of independence required for administration of justice. 
In the words of Prof. Laski, ** Application of the Acts of Parlia- 
ment involves interpretation by a Court since it is the funda- 
mental principle that the meaning of legislative intention should 
be settled by a Court of Law, thereby it is sought to avoid not 
merely the obvious dangers of unfettered executive discretion 
in administration, but also to assure that the citizen shall have 
his rights decided by a body of men whose security of tenure 
is^ a safeguard against the shifting currents of political opinion 
The decisions of administrative tribunals, if not subjected to 
the scrutiny of higher judicial bodies, would tend to become 
Government-biassed and arbitrary and would undermine the 
confidence of tax-payers. If appeals from the decisions of the 
administrative tribunals are granted but confined only to matters 
of law, this would grant a free charter to the tribunals in matters 
of fact and there would be no guarantee against misuse of 
power. It is not sufficient if justice is administered, but the pub- 
lic should be made to feel that justice is being ensured. The 
principle underlying the separation of the Judiciary from the 
Executive is based on this maxim and the setting up of adminis- 
trative tribunals would be a retrograde step in the efforts at 
such separation. 

It appears that the idea of constituting Administrative Tri- 
bunals has emanated from the study of conditions in France. It 
is rather surprising that a country with a constitution based more 
on the lines of the United Kingdom should think of adopting 
certain measures from the constitution of a country where condi- 
tions are totally different. Whenever a measure of some import- 
ance is to be introduced, a justification is sought from the 
constitution of one country or the other. Instead of having enact- 
ments which could be justified by themselves, enactments are 
thought of and the justification is sought somewhere to be fitted 
in. In England, there are no Administrative Tribunals of the 
nature now contemplated for the disposal of questions arising 
out of the administration of fiscal laws and in respect of the very 
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limited number of tribunals (the number being only 10) a Com- 
mittee recently appointed in the United Kingdom examined the 
working of those tribunals and has already submitted its report. 
This Committee was presided over by Sir Oliver Franks, former 
British Ambassador to the United States of America, and it was 
composed of lawyers. Members of Parliament, constitutional 
specialists and independent persons. Even in respect of such 
special tribunals the recommendations of the Committee cover 
three basic characteristics, (1) that they should manifest openness 
which require publicity of proceedings and knowledge of the 
essential reasoning underlying a decision; (2) that they should 
show fairness which calls for a clear procedure that enables 
parties to know their rights, to present their cases fully and to 
know the cases they have to make; (3) that they should display 
impartiality which requires the freedom of the Tribunals from 
the influence, real or apparent, of the department concerned 
with the subject inatter in their decision. 

At a time when the relations between State and citizen have 
become complex, the citizen should not be made to suspect that 
Government is attempting to take away his inherent rights. 
They should have a sense of security and a sense of fairness of 
trial and justice being meted out. It should be remembered that 
special tribunals under the special Acts have to be thought of 
as independent organs of adjudication and not as part and par- 
cel of the machinery of government, and in respect of fiscal 
matters it is an absolute must that the citizen should have the 
right of redress in a Court of Law. He should certainly not be 
placed in a very awkward and a very difficult position of getting 
decisions from the so-called Administrative Tribunals which are 
bound to be more or less departmental in substance altliough 
on the exterior they may appear to have a different set-up. The 
three conditions requisite about openness, fairness and impartia- 
lity would be very difficult to maintain in the very set-up of 
such tribunals and I would, therefore, strongly urge upon Gov- 
ernment the need of dispassionately examining all the implica- 
tions. Government, in view of the observations which I have 
made, should in the first instance have the proposal for Adminis- 
trative Tribunals thoroughly examined by a body of experts 
and after the implications are so fully analysed, Government 
should elicit public opinion before taking a final decision in 
the matter. 
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Speech of Shri Naval H, Tata, President, at the Third Qudrterly 
General Meeting of the Members of the Indian Merchants^ 
Chamber held on Monday, the 23rd December 1957, 

Friends: 

The summarised reports of the work done by the Committee 
during the Third Quarter of the year have been circulated to 
members through the medium of the Monthly Journal of the 
Chamber. 

Food Situation: 

The country is once more faced with a serious food situa- 
tion. It is really disquieting to find that in spite of crores of 
rupees sent on the Grow More Food campaign since it was 
launched in 1943-44, in spite of the firm base imparted to the 
structure of Indian agriculture during the years 1952 to 1955 
and in spite of the tremendous energy and expenditure devoted 
to agricultural extension services and the community develop- 
ment projects over the last three years, Indian agriculture still 
remains at the mercy of monsoons. Just one season of drought 
and inadequate rainfall has been enough to throw our economy 
into a vortex of scarcity, rising prices, famine and near starva- 
tion conditions in certain areas. The phase of Indian agri- 
culture, which was promising at one time, has now given way to 
despair. The crisis which faces the country at the present time 
has, besides accentuating the pressure of our foreign exchange 
resources, also upset the Plan calculations by giving a start to 
inflationary tendencies in the economy. It has emphasized the 
point that scarcity of food is the greatest structural bottleneck 
in our plans for industrial expansion and that success of our 
plans demands as a pre-condition, a solid agricultural base. 

The Foodgrains Enquiry Committee, presided over by Shri 
Asoka Mehta, which recently examined the problem in all its 
aspects, has submitted its Report which is distinguished for 
scholarly approach and objective and scientific analysis of all im- 
portant issues relating to food policy. While some of the 
suggestions of the Committee for encouraging production and 
consumption of subsidiary foods and for stepping up food 
production by greater irrigation facilities, improved seeds and 
fertilizers should meet with general approval, its suggestions in 
the sphere of price stabilisation however call for a radical change 
in Government’s approach. It has also recommended expedi- 
tious enactment of land reform legislations and their effective 
implementation by the State Governments so as to stimulate 
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productive effort and has urged a nation-wide campaign for 
family planning with a view to controlling the population 
growth. The Committee has expressed the view that the revised 
targets of additional foodgrains production are no longer realistic 
and that, as against the target of 15.5 million tons, the achieve- 
ment would be only about two-thirds of it. It has thus antici- 
pated a continuing overall deficit in foodgrains over the next 
few years and that for the next five years we shall have to pro- 
vide for imports of two to three million tons annually involving 
a burden of Rs. 100-150 crores a year on our exchange resources. 

It is imperative that, so far as the food situation is concerned, 
we should not leave anything to chance, and effective ways and 
means should be devised to meet the immediate emergency. 
In this context, I welcome the Committee's suggestions for (a) 
maintaining a minimum reserve of two millions tons of food- 
grains, (b) building up of a buffer stock, and (c) suitable 
machinery for strategic controls over prices, all as part of 
permanent arrangements against any emergency on the food 
front. By effective short-term measures within home and by 
imports of the requisite quantities of foodgrains from abroad, 
the Government have to tide over the prevSent crisis. But the 
country cannot continue for long to rely on imported foodstuffs 
for feeding her population which would eat away a large slice 
of our foreign exchange resources to the detriment of our 
development plans. Some permanent solution has to be worked 
out for attaining a state of self-sufficiency in the matter of food- 
grains and long-term measures designed to achieve this objective 
have to be set into motion with dynamic zeal and concerted 
drive. If need be, even the emphasis in the Second Five-Year 
Plan should be shifted to achieve this objective, as the whole 
progress of the country, our plans for industrialisation, etc. 
depend ultimately on agricultural production, more especially 
of cereals. That is the foundation on which everything else 
has to be built. 

The Asoka Mehta Committee has towards this end laid great 
efnphasis on greater reliance on minor irrigation projects, use of 
fertilizers, improved seeds, differential levy of water rates, etc. It 
believes that by the increased use of fertilizers and manures and 
improved seeds alone nearly one-half of the revised target of a 
ten million ton increase in food production during the Second 
Plan period could be achieved. The Government of India have 
not formulated their views on the recommendations of the Asoka 
Mehta Foodgrains Enquiry Committee, as the Report has been 
circulated to State Governments for opinion, and it is too early 
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now to anticipate their reactions. I, for one, however find that 
the Committee seem to have been too pre-occupied with the 
problem of price stabilisation and its recommendation for the 
settinj^ up of the Foodgrains Stabilisation Organisation designed 
to achieve overall control over demand and supply of foodgrains 
through purchase and sale operations in the open market and 
for a progressive and planned socialisation of the wholesale trade 
in foodgrains seems to me to be impracticable. For a country 
of India’s size and character, it is an inconceivable proposition 
to visualize such a giant monolithic organisation controlling the 
entire wholesale trade in foodgrains. While under the normal 
distributional set-up, individual mistakes or miscalculations 
tend to cancel each other, any mistake or miscalculation on the 
part of such an organisation might assume a colossal shape and 
might involve the country in heavy loss. It will be too heavy 
a price for achieving price stability for foodgrains. The long- 
term trend of prices must necessarily be determined by the over- 
all relationship between supply and demand and no Stabilisation 
Organisation can hope to keep prices down if demand greatly 
outruns supply. It is therefore vitally important to see that the 
supply base is widened by concentrated efforts on incxeased 
production. As has been rightly emphasized by Pandit Nehru 
in his speech at a meeting of the Congress Parliamentary Party 
recently, the real solution to the food problem facing the coun^ 
try lay in incTeasing the yield per acre and the best short-term 
method is to concentrate on intensive cultivation of about 55 
million acres of land in the country fed by ii^igation and another 
45 million acres assured of water supply from other sources. 

Another aspect which is closely connected with the food 
situation is the effect of fluctuations in the prices of foodgrains 
on the cost of living. In view of the great inflationary potential 
of a continued rise in prices of foodgrains in industrial and 
urban sectors, I am of the opinion that some distributive device 
should be worked out, whereunder the industrial workers and 
employees of large commercial and industrial organisations 
would be assured of their requirements of food through their 
employers as part of their wage bill. Unless and until we thus 
organise ourselves to supply food direct to the industrial workers 
through their respective employers and initiate a system of 
expressing their wages in terms of units of food, clothing etc., 
it will be difficult for the economy either to hold the wage line 
or keep down the price line in periods of shortages and scarcity. 
Only if we are in a position to satisfy the minimum requirements 
of food, clothing, etc. of the workers, we would be successful 
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in putting a stop to the clamour for higher wages by the very 
vocal section of our pppulation represented by two million 
industrial workers and halt tlie vicious circle of wages chasing 
prices. This aspect of the problem deserves to be seriously exa- 
mined by Government in all its implications. 

The present food crisis is a challenge and we have to face 
it on a national scale. It should be possible for our cultivators 
not only to achieve the revised target of 15.5 million tons, but 
even double our food production over the next five years, 
provided all of us apply ourselves to the task in a spirit of co- 
operation, determination and dedication. As has been rightly 
emphasized by the Asoka Mehta Committee, what is needed is 
a sense of urgency and mobilisation of popular energies on a 
national scale transcending regional and party considerations. 
The country has faced and overcome many challenges in the 
past, and I express the hope that, given the united will, we will 
be able to attain the goal of self-sufficiency in foodgrains much 
sooner than at present anticipated. 

External Assistance: 

As you are already aware, with the rapid depletion of our 
foreign exchange resources, we have been confronted with a 
veritable crisis in our balance of payments position and the 
consequent imperative need for exploring avenues for external 
assistance to tide over the difficult situation. As stated by the 
Finance Minister, our minimum requirement of foreign exchange 
for putting through the core of the Plan will be of the order 
of Rs. 700 crores. In the meanwhile, the acute position in respect 
of foreign exdiange resources has compelled a drastic pruning 
of imports and a rigorous enforcement of deferred credit terms 
for the import of capital goods both in the private and in the 
public sectors. The seriousness of the situation is reflected in 
Government’s determination to cross the hump in foreign ex- 
change difficulties by drastically slashing down the statutory 
minimum currency reserve for the Indian Rupee to Rs. 200 
crores, including Rs. 1 15 crores in Gold. 

It is against this background that our Finance Minister 
visited important countries like the United States, Canada, the 
United Kingdom and West Germany, with a view to assessing 
the prospects of obtaining medium-term and long-term economic 
assistance for carrying through the Second Five-Year Plan to the 
preatest extent possible and to create greater understanding of 
India’s economic problems and aspirations amongst the people 
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of those countries. It can be safely stated that he has been 
successful, in a large measure, in removing misapprehensions 
and misunderstandings regarding our basic policies and princi- 
ples and approach to the problem of economic development in 
general and nationalisation and the role of private sector in 
particular. This is indeed a great psychological achievement. 
However, he naturally could not be more definite as to the 
quantum of aid that might be expected from these countries. 
In this context, he stated, ‘‘ we will get sizeable assistance from 
the United States and West Germany and from International 
Bank to help us in our present position It is indeed true that 
the Bank and the Monetary Fund have been taking keen 
interest in the development of our economy. At present, India 
is the largest borrower from the Bank representing a little over 
10 per cent of its total lendings, viz. 3,300 million Dollars. How- 
ever, the question of foreign aid is likely to be conditioned by 
some of the recent developments, viz. the tight money conditions 
in the United States, fear of inflation, their domestic policies 
and, above all, the attitude of the Congress in respect of the 
question of the foreign aid in general. Despite these develop- 
ments, it is possible that we may get assistance from the newly- 
constituted Development Fund, from Export-Import Bank, and 
assistance in the form of surplus commodities under the U.S. 
Public Law 480. 

The Finance Minister has rightly emphasized the important 
role foreign investment can play in the economic development 
of the country and has also afforded assurances while in the 
U.S.A. and other countries, so as to facilitate the flow of such 
investments either in the form of loan capital or in the shape 
of venture capital. I should like to refer here to the commend- 
able work done by the Indian Industrial Delegation, sponsored 
by the Federation of Indian Chambers of Commerce Sc Industry, 
in establishing contacts with foreign industrialists and creating 
a suitable climate abroad for investment in this country and 
exploring the possibilities of obtaining commercial credits and 
collaboration agreements to set up new industries. They con- 
centrated their main efforts on the United States, since they 
realised that substantial relief in the shape of credits and invest- 
ments to India could come through that country only. As 
revealed in their Report, the Delegation had to deal with serious 
doubts and misgivings about our economic policies, entertained 
by the American investors, the top Bankers and Industrialists and 
other important sections both in the political and economic 
spheres. While some of the complaints appeared to be un- 
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founded and others slightly exaggerated, the Delegation found 
that many of them were genuine. Doubts and misgivings, 
which acted as serious deterrents, were: the fear of nationalisa- 
tion without substantial compensation consequent upon the 
amendment to the Constitution, high taxations stifling the 
private sector, the encroachment of the State Trading Corpora- 
tion, undue interference by Government, fear of labour troubles, 
double taxation, the Compulsory Deposit Scheme, Wealth Tax 
particularly on Companies, tax on Royalties, Companies Act, 
Income-tax exemptions for foreign technicians, and several others. 
"I he Delegation did very useful work in clarifying several issues 
of policy and particularly in highlighting the performance of 
the Private Sector and its capacity to deliver the goods in the 
future. The Finance Minister, it must be added, also contri- 
buted a great deal in instilling a feeling of confidence by his 
statements in the United States that the future role of the pri- 
vate sector would be double that of the public sector. The 
best way, therefore, to maintain the favourable atmosphere 
created for attracting new investments from the foreign countries 
would be prompt implementation of the assurances. As rightly 
pointed out by the Delegation, ‘‘ ultimately the foreign investor 
shall judge us by our actions and not so much from what we 
declare to be our policy 

The Delc'gation has struck a note of optimism in respect of 
suppliers’ credit as also attracting investments from the United 
States and they have expressed the hope that given the necessary 
conditions, the private sector would be in a position to utilise 
these facilities which can go a long way to relieve the Govern- 
ment’s burden in respect of Exchange position for future expan- 
sion. But they have also referred to the fact that the extent of 
our capacity to avail ourselves of these facilities largely depends 
upon our ' ability to raise money in India itself without which it 
would be impossible to utilise credits from abroad *. According 
to the Delegation, the key to the whole problem lies in India and 
not foreign countries as far as the requirements of the private 
sector are concerned. They have, therefore, urged that the 
Gordian Knot must be first cut by creating a healthy and 
vigorous domestic capital market, thereby niobilising internal 
capital and thus providing an appropriate psychological climate 
for attracting foreign investment. As the conditions obtain 
today, they have stated in no uncertain terms that it is impos- 
sible to raise any substantial equity capital even with the best 
of efforts. It would, therefore, be in the interest both of Gov- 
ernment and the private sector that every effort is made to 
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mobilise internal resources and towards that end necessary 
climate is created by suitable orientation in our monetary and 
iiscal policies. 

We have undertaken a tremendous task of national recon- 
.struction through a planned programme of economic develop- 
ment and, in that task, I have no doubt that, given the necessary 
atmosphere, both public and private sectors can play a really 
^ital role. We have accepted the concept of a mixed economy 
.and, if a proper balance is maintained between the two sectors 
without any ideological predilections, we can hope to achieve 
*our objectives in a substantial manner. In my view, there is 
fio basic incompatibility between the public and the private 
sectors. Under the new Companies Act, private undertakings 
have been brought under greater scrutiny of the public than 
the so-called public sector whose balance sheets and annual 
reports are not so readily available to the general public. In 
imy opinion, there exists ample room for a healthy collaboration 
[between the two and a great deal of mutual suspicion can be 
iremoved by evolving a new pattern which may be based on 
partnership between Government and the private sector. The 
Government can hold 49 per cent of the total capital and the 
private investors 51 per cent, with the proviso that the Govern- 
ment would have the right of securing at any time, if so desired, 
.a further 2 per cent. Government may thus also get the con- 
strolling voice in the management. We had already such a 
pattern in operation in the original set-up of Air-India Inter- 
national, but unfortunately the same was abruptly terminated 
I on the plea of nationalisation of Air Transport. I believe that 
it is not yet too late to revive this concept for a number of 
■new basic and subsidiary industries, which the Government pro- 
pose to set up. At a time when the hands of the Government 
are full with a number of projects and there is an admitted 
paucity of suitable personnel, it would be of immense value to 
the nation to man all new industrial projects under the joint 
istewardship of the representatives of the Government and the 
private sector. Leaving aside certain strategic industries which 
may not lend the|nselves to this treatment, there is great scope 
in other public sector enterprises, where healthy partnership 
can usher in a new era in the economic development of our 
country. Psychologically, there cannot be a better form of co- 
operation for the fulfilment of the Second Five-Year Plan than 
5uch joint ventures and collaboration by the Government and 
Xhe private sector. 
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Labour Productivity : 

Friends, you will agree with me that in the face of the great 
difficulties to which I have just referred it is incumbent on all of 
us to attach particular importance to the problem of increasing 
labour productivity. Greater productivity is one of the most 
effective solutions available to us to contain the prevailing cost 
inflation and foreign exchange scarcity. Experience of the indus- 
trially advanced countries of the West has shown that economic 
progress and improvement in living standards are the direct con- 
comitants of an increasing rate of productivity. It is increased 
production per unit, without any undue inflationary rise in the 
costs, that can bring about increase in the total wealth, which, 
in turn, can mean real improvement in the standard of living 
of the people. We must, therefore, devise active and vigorous 
measures to step up productivity, both in our agriculture and 
industry. In recent years, great stress has been laid on increas- 
ing productivity in countries like Japan where labour producti- 
vity in the last nine years has gone up by more than 300 per 
cent. 


It is indeed gratifying that the representatives of employers, 
trade union organisations and other technical bodies at a recent 
Seminar field in New Delhi have shown a commendable sense of 
responsibility by guaranteeing full co-operation in giving effect 
to the principles and programmes for a national productivity 
movement. This programme, as you are perhaps aware, envi- 
sages the establishment of a National Productivity Council, 
Local Councils, and if and when necessary. Productivity Com- 
mittees for different industries. The movement is to be set in 
motion by January next. The National Productivity Council, 
charged with the responsibility of rousing productivity conscious- 
ness through various means such as undertaking of surveys 
and provision of service and experts in the execution of projects 
for raising productivity, etc., can be expected to play a signifi- 
cant role in accelerating the pace of industrialisation. This 
Council is initially to apply itself only to the field of industry, 
including communications and transport. The objectives of 
such a drive to my mind, should be to increase production and 
improve quality by better techniques which aim at efficient and 
proper utilisation of the available resources of men, machines 
and materials, power and capital. 

Friends, as you might have noticed, our national effort, sup- 
plemented by international assistance, is making slow but per- 
ceptible changes in the economic and social life of our people. 

35 
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In this context, I would particularly like to take note of the im- 
portant work done by the International Labour Organisation. 
The I.L.O. has devised various measures specifically directed 
towards improving productivity. As part of these measures, 
several Productivity Missions were sent out to some of the under- 
developed countries. The essential purpose of these Missions 
was to demonstrate how, by the application of modern manage- 
ment techniques and industrial engineering methods, better use 
could be made of the resources available to industry without 
additional large-scale capital investment. These Missions also 
aimed at training the personnel of the countries to which the 
Missions were accredited, and this, to my mind, was a valuable 
work. Israel was the first country to receive an I.L.O. Produc- 
tivity Mission in 1952, and this has been followed by Missions to 
India, Egypt, Pakistan, Hong Kong, Ceylon and other countries. 
I hope that these Missions, by concrete results, scientific study 
and research would be able to remove the existing misconception 
in the minds of some in India that the productivity drive will 
increase work-loads, intensify the burden on labour or drive 
them to greater speed-up and that it will lead to redundancy 
of labour adding to unemployment, etc. 

As has been very rightly commended by Shri G. L. Nanda, 
Union Minister for Planning, Labour and Employiftent, by a 
further intensification of its operational activities, which involve 
providing member-Govemments of this Region with expert 
advice and technical assistance in matters connected with increas- 
ing productivity, development of training facilities, etc., the 
I.L.O. can help under-developed countries achieve a higher rate 
of progress. 

While principles and programmes for a national producti- 
vity movement as enunciated at the Seminar held last month 
are, no doubt, laudable, the success of the movement, I must 
mention, ultimately rests on the co-operation of labour in this 
country. Friends, at no time in the recent past have labour 
questions been discussed more repeatedly and with greater sense 
of urgency than now. Particular stress requires to be laid on 
good Labour-Management relations which, as it was very rightly 
pointed out at the recent I.L.O. Asian Regional Conference, is 
indispensable for raising productivity in industry and thereby 
the standard of living of workers. But unfortunately, it is not 
the external economic forces alone that our country has to con- 
quer. In recent years, inflationary pressures and food shortages 
due to failure of crops have brought about rise in prices and 
living cosu which have led directly or indirectly to the present 
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industrial unrest. ^ The result has been that the Labour Ministry 
of the Government of India is inundated with requests and 
representations for straightening out numerous trade disputes, 
which are mainly of the wage-discontent type. To my mind, 
the atmosphere is certainly not very congenial for those whose 
task is to maintain industrial peace in this vast country. I am 
firmly of the opinion that most of the labour troubles are mainly 
the result of the present economic disequilibrium, and the 
remedy rests with the Finance and Food Ministries of the Gov- 
ernment of India more than with the Lafx)ur Ministry. Des- 
pite continued attempts to put in order our wage structure with 
the aid of more tribunals, wage boards and discussions by the 
Steering Group on Wages which the Government have recently 
set up, the wage structure continues to be elusive. To my mind, 
no amount of patched-up wage structure will remedy tfie 
industrial unrest, unless and until the basic shortage of food is 
removed and the current inflationary trends are checked by fiscal 
and other similar measures. The only remedy for correcting 
this growing imbalance in the economy is to achieve a higher 
rate of productivity to match the impact of rising demand 
resulting from our increased development expenditure. 

Sales Tax Enquiry Committee: 

The Commercial Community of the State have welcomed 
the long-awaited announcement regarding the appointment of 
a Sales lax Enquiry Committee by the Government of Bombay 
early this month. The Committee is headed by Shri Babubhai 
J. Patel, an ex-Minister of the State of Bombay and consists 
of nine other Members including some non-ofl5cials representing 
trade, commerce & industry. The terms of reference to the 
Committee are (1) to recommend a system of sales tax appli- 
, cable to all the component units of Bombay State in replacement 
of the various sales tax laws now in force, keeping in view, the 
revenue requirements of the State for the due fulfilment of the 
Second and successive Five-Year Plans; and (2) to examine the 
systems of administration of the sales tax laws and to indicate 
in what respect they can be improved, so as to simplify the 
procedure in assessment of sales tax, ensuring at the same time 
avoidance of evasion of tax. It is hoped that the Enquiry Com- 
mittee will, after ascertaining the considered views of the 
different sections of the Commercial Community in the State 
and other interests concerned, be able to evolve, for uniform 
application to all the component parts of the State of Bombay, 
a Scheme of sales tax, simple in character, which will be intelli- 
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gible to all those who are concerned with it in their day-to-day 
business ar\fi which will not involve complicated procedural 
formalities. 

Speech of Shri Gopaldas P, Kapadia, Vice-President, at the 
Third Quarterly General Meeting of the Members of the Indian 
Merchants' Chamber held on Monday, the 23rd December 1957. 

Friends: 

You have listened to an interesting speech by the President 
dealing with some of the important problems at present 
engaging our attention. I would like to supplement the same 
by referring to some matters of topical interest. 

Recommendations of the Finance Commission: 

In terms of the provisions of the Constitution of India, 
certain taxes which are in the first instance collected by the 
Union Government have to be divided and shared between the 
Union and the States. The basis of the division and its subse- 
quent allocation to the different States is subject to a 
quinquennial review by the Finance Commission specially 
appointed for the purpose. On the recommendations of the 
first Finance Commission, a formula of division and allocation 
had been evolved which, from the point of view of the States, 
was not considered to be very satisfactory. In particular, the 
share of income-tax, viz. 55% of the divisible pool accruing to 
the States, it was felt, did not take due note of the expanding 
needs of the States, in relation to the increasing obligations cast 
on them by the developmental and nation-building activities, 
included as part of the programme of planned development. 
In the case of a State like Bombay particularly, the arrangement 
under the basis of division postulated by the first Finance Com- 
mission had become grossly unfair by reason of the addition to 
the State of large areas, less developed, by the merger of new 
territories on account of States Reorganisation. The States, 
therefore, were looking forward to a review by the second 
iFinance Commission for a desired measure of relief in the matter 
of increasing their divisible share so as to give a greater measure 
of resilience to their budgetary position. After all, in terms of 
the existing devolution of tax resources, the tax heads on which 
the States have to rely, are comparatively inelastic and they have 
inevitably to look to a greater share from the division of taxes 
like income-tax and excise for any significant increase in their 
aggregate revenue budgets. Broadly speaking, the recommenda- 


INDIAN merchants’ CHAMBER 


549 


tions of the second Finance Commission, it can be claimed, have 
taken due note of the States’ case for enlarging their sources 
of revenue. The Commission’s main recommendations are 
designed to achieve that objective. The divisible pool of income- 
tax has been raised from 55% to 60% and in the matter of excise 
revenue, more excise duties have been brought within the 
divisible list. The Commission has expanded the shared list of 
Union Excise Duties by adding items such as sugar, tea, coffee, 
pepper and non-essential vegetable oils. Although at present 
excise is levied by the Union Government on 29 commodities, 
till now only proceeds of duty on matches, tobacco and vegetable 
products were subject to the process of division. At the same 
time, with the expansion of the divisible list, the percentage 
yield distributable among tlie States has been reduced from 40 
to 25. The overall effect of the new basis of division is that 
during the next five years commencing from 1957/58, the States 
would get from Central Taxes 50% more than what they got 
during the previous five-year period. 

When we come to an examination of the principle followed 
in apf>ortioning the relative shares of the various States, I must 
confess that a State like Bombay cannot but feel disappointed 
at the fact that the Commission has been less objective in what 
they have adumbrated and recommended. In regard to the 
main criterion regarding distribution of income-tax, the factor 
of attributability in determining the share of an individual State 
has been pushed aside in favour of population. The extent of 
the set-back which Bombay would suffer as a result of the new 
allocation can be understood if we compare the present position 
with what was obtaining previously. The first ad hoc arrange- 
ment immediately after the Partition of the country had fixed 
Bombay’s share as 21% of the divisible pool. The subsequent 
Deshmukh Award also continued this State’s share at the same 
level. As a result of the first Finance Commission’s recom- 
mendation, the share of Bombay was fixed at 17.5 per cent. 
The interim recommendation of the second Finance Commission 
increased it to 18.5 per cent. It is, therefore, somewhat 
disconcerting to find that the second Finance Commission has 
fixed Bombay’s share at 15.9% notwithstanding the fact that 
after the States Reorganisation the population of the State which,, 
at the time of the Deshmukh Award, was 3.5 crores, has 
increased to 4.8 crores. 

In the matter of distribution of revenue from Excise, as 
mentioned earlier, the list of commodities has been expanded. 
But tUfe share of the States collectively of such revenues has been 
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reduced from 40 to 25%. Here also, the percentage of alloca- 
tion as between the different States will be determined on the 
basis of population. Normally Excise is understood to be a tax 
on consumption and it was generally expected that in the process 
of distribution due weightage would be given to the factor of 
consumption. 

It is however in respect of the recommendations of the 
Commission in regard to central grants-in-aid that Bombay will 
have a special reason to nurse the grievance that it has entirely 
overlooked its case in spite of the fact that it merited considera- 
tion in the back^ound of its performance and efforts at self- 
dependence. It is necessary here to recall the relevant portion 
of the terms of reference to the Commission. 

The Commission shall, in addition to making recom- 
mendations as to the matters specified in sub-clauses (a) to (c) 
of clause (3) of Article 280, make recommendations as to the 
following matters, namely: 

(«) •••■.. 

(b) the States which are in need of assistance by way of 
grants-in-aid of the revenues of those States under 
Article 275, and the sums to be paid to those States, 
having regard, among other considerations, to: 

(i) the requirements of the Second Five-Year Plan, and 

(ii) the efforts made by those States to raise additional 
revenue from the sources available to them. 

W 

(d) 

^ will be noticed, the Finance Commission was specifically 
required to take into consideration the efforts made by a State 
or securing revenues for financing its developmental projects 
from Its own resources. The first Finance Commission had in 
fact rerognised this principle, but the second Finance Commis- 
sion while refemng to the same as “unexceptionable” have 

!ra:^ 1 *^^ Consideration by stating that “it is 

difficult to decide whether a State is taxing its people adequately 
in relation to their income and taxable capacity ”. It has, how- 
ever, been conceded that “ If a State raised additional revenues 
which It has promised for the Plan, it will have done its part ”, 
and tois ^int, I submit, is more germane to the issue under 
consideration. The targets of additional taxation were deter- 
mined by the Planning Commission obviously in consuftation 


INDIAN MERCHANTS* CHAMBER 


551 


with the States after taking into consideration all the relevant 
factors including one relating to their income and taxable capa- 
city. For the First Five-Year Plan, the State Governments were 
set to find resources, through additional taxation of the order 
of Rs. 235 crores. The actual performance has however lagged 
far behind and the aggregate tax effort amounted to only Rs. 89 
crores. In the background of this unsatisfactory position, the 
performance of Bombay State was really commendable in exceed- 
ing the First Plan target of Rs. 23.5 crores by Rs. 5 crores. 
Surely, this performance of the State should have received due 
consideration at the hands of the Commission. The Commission 
however has felt that Bombay will be able to meet its current 
as well as Plan expenditure with the help of revenues to be 
derived from other divisible sources and on that ground has 
not deemed the State eligible for any Central aid. It is, how- 
ever, significant that the Government of Bombay have budgeted 
for a revenue deficit of Rs. 3.17 crores for the year 1957/58. 
The Commission, on the other hand, has worked on the assump- 
tion that there would be a surplus of the order of nearly Rs. 6 
crores in the current year. It would, therefore, be interesting 
to know the reason underlying this disparity in estimates. It is 
likely that the State Government would be making enquiries 
of those concerned as to the circumstances under which the 
revenue position has been over-estimated in the calculations 
appended to the Report of the Commission. The needs and 
requirements of the State consequent upon reorganisation have 
increased and at least in the initial period it is bound to be 
confronted with financial difficulties. These difficulties strengthen 
the claim of the State for an adequate allocation of grants-in- 
aid to its revenues and the Commission should have taken the 
same into consideration. 

As observed earlier, the recommendations of the Finance 
Commission have been accepted by the Government of India 
and are in the process of being acted upon. We would 'however 
be failing in our duty if we did not emphasize these aspects, 
for, in essence, they really imply that the people of Bombay 
should be prepared to suffer a set-back to its developmental 
programme or should be ready to undergo a ^still heavier burden 
of State taxation. After all the present developmental plans 
of the State are modest enough. To cite one instance, not a 
single multi-purpose project has been included in the State's 
developmental plans. The major projects, viz. Koyna and 
Ukkai could easily have been designed as multi-purpose projects, 
which would mean substantial addition to the existing resources 
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for power and irrigation in the State. With the increased 
responsibilities of a bigger Bilingual State, with several back- 
ward regions added on to it, it would be difficult for the State, 
to fulfil its commitments, as also effect further improvements, 
with the available resources. It is a matter for serious consi- 
deration whether the economic progress in the State which is 
enuring to the benefit of the country as a whole should be 
allowed to virtually suffer till such time as the level of advance- 
ment in economically less advanced regions is sufficiently raised. 
It is unfortunate that although the Finance Commission recog- 
nised the importance of and need for strengthening the resources 
position of the State by revising the basis of distribution in 
favour of the States as a whole, in the case of a State like 
Bombay considerations such as the State’s record of effort to 
fulfil its developmental targets and raise increased tax resources 
for the same, its extended obligations on account of the merger 
of comparatively backward areas following the scheme of re- 
organisation, its special obligation as an industrially advanced 
State in the direction of providing improved communications, 
social amenities and the consequent economic overheads, have 
all not been given due weight in determining the percentage of 
allocations as between the different States. 

T ransport Development : 

It is an obvious fact that for a country of such vast dimen- 
sions as India transport facilities are woefully inadequate. All 
forms of internal transport, whether it is Railways, Coastal 
Shipping, Roads or inland waterways, have all not sufficiently 
developed to such a level as would jointly be in a position to 
adequately meet the traffic demands both on account of goods 
as also passengers. On railways, of course, falls the major bur- 
den of providing goods and passengers transport in the country, 
but on the basis of population spread over such a vast area, 
the extent of Railway Development has been low, when com- 
pared to other advanced countries. The position in regard to 
other means of transport is, if at all, still more unsatisfactory. 
These deficiencies in the transport system of the country existed 
even before the Second World War; perhaps they were not then 
sufficiently emphasized. Any serious effort to arrest that trend 
and to bring about a moderate improvement in the position 
was made during the First Plan period. It was only towards 
the end of the Plan period that the country realised the dismal 
inadequacy of the transport system to meet the needs of the 
developing economy. It was increasingly realised that unless 
transport was sufficiently developed in the Second Five-Year 
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Plan, in a manner and to an extent as would ensure full move- 
ment for backlog of traffic demands as also for the new traffic 
generated by the schemes during the Second Five-Year Plan 
period, there was the risk and danger of the very success of the 
planned effort at the development of the economy being 
jeopardized. 

It was because of this realisation that the Railways were 
allocated a substantial share of the total investment envisaged 
under the Second Five-Year Plan although the same cannot be 
said of the targets of development laid down for other spheres 
in the transport economy. 

Even with the comparatively large investment, it was clear 
that Railways would not by themselves meet the entire require- 
ments in the matter of transport. It is in this context that 
the need for an integrated and co-ordinated growth of the 
various transport agencies has to be assessed. It is a matter of 
satisfaction to note that the Authorities are aliVe to the problem 
and that it is contemplated to set up suitable machinery to 
assist the progress of the means of internal transport, such 
as roads and internal waterways. It is, however, necessary that 
such a machinery is invested with necessary authority to chalk 
out a purposive and co-ordinated programme of development 
and vigorously pursue the same with a view to achieving not 
only the physical targets envisaged under the Plan, but, in the 
process, bring about such co-ordination as would permit the 
transport system of the country to grow to a stature large enough 
to permit expansion of other fields of the economy which is so 
vitally dependent upon the availability of transport. 

The Conference on Transport held early this month under 
the auspices of the Federation of Indian Chambers of Com- 
merce Sc Industry has served the purpose of emphasizing the 
importance of transport moving in advance of development in 
other fields of the economy. In fact, adequate transport facili- 
ties and economic development are inter-dependent, and bottle- 
necks in transport will inevitably prove to be a source of great 
handicap in an economy which is constantly developing and 
moving forward. The recommendations of the Conference are 
also comprehensive and broadly indicate the directions in which 
each form and mode of transport requires to be strengthened 
both as a short-term measure and as a step for evolving a long- 
term transport policy. 

In the sphere of Railways, after indicating the need for 
increasing the capacity and the resources of the Railway system. 
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the Conference has rightly outlined methods by which the 
operational efficiency could be augmented, by steps such as 
increasing loads of wagons, securing quicker movements and 
turn-rounds, procedural simplification, facilities for specialised 
movements, diversion of traffic by concessional rates, etc. In the 
matter of Road Transport, the recommendations of the Con- 
ference are equally impressive. Among other things, they have 
urged the importance of creating a better climate for develop- 
ment of motor transport by a revision of the policy of nationali- 
sation of goods transport as also of licensing of public carriers. 
Apart from suggesting a rationalised scheme of motor vehicles 
taxation so as to reduce the present heavy tax incidence, the 
Conference has suggested the setting up of an inter-State Trans- 
port Commission for securing a co-ordinated road transport 
policy. In dealing with Shipping, the Conference has rightly 
drawn attention to the larger aspects of national policy which 
have governed our developmental effort in this sphere. After 
urging speedy effbrts for increasing our shipping tonnage and 
for providing the necessary funds for meeting the cost of that 
tonnage, the Conference has pointed out the steps which require 
to be taken for securing to Indian shipping, apart from the full 
share in the coastal trades, a 75 per cent in the adjacent trades 
and a 50 per cent in the overseas trades of the country. 

Government are committed to a policy of giving first pre- 
ference to Indian shipping for the carriage of their cargo. It is 
a matter for concern, however, that certain quasi-Government 
agencies are not zealous in strictly observing this practice and 
procedure. The State Trading Corporation, it would appear, 
is not showing that degree of insistence in ensuring that supplies 
and goods shipped or moved for and on behalf of the Corpora- 
tion are invariably carried in^ Indian bottoms. Reports have 
also appeared currently that the STC is thinking in terms of 
acquiring or chartering its own vessels for the movement of its 
shipments. It is difficult to appreciate the justification for such 
an extension in the activities or scope of the Corporation. In 
the context of the limitations visible in our over-all resources 
position and the difficulties faced in the matter of foreign ex- 
change particularly, one can readily realise the need for a re- 
adjustment in the rating of priority given for developmental 
efforts in the different segments of the economy. At the same 
time, it is necessary to bear in mind the inter-dependence of 
transport and economic development as a whole and, on that 
basis, to take all essential steps to vouchsafe that the economic 
growth of the country is not impeded by inadequacy of transport 
facilities. 



555 


INDIAN merchants' CHAMBER 

State Trading: 

The First Report of the State Trading Corporation was 
published in the last month. A good deal of interest attaches 
to the Report having regard to the fact that the establishment 
of the State Trading Corporation last year had given rise to 
controversy as regards the propriety of the action taken by Gov- 
ernment to set up an organisation for engaging in the foreign 
trade of the country. Although the Corporation was originally 
conceived for the purpose of carrying on trade with the coun- 
tries in which trade is handled by State agencies, from the 
Report we find that it has widened its scope and area of opera- 
tions. The Corporation has engaged itself in the export and 
import of a wide variety and range of goods. In addition, it 
works as an agent on l>ehalf of the Government for the distri- 
bution of cement and some other commodities. The total turn- 
over of the Corporation, apart from the items handled by it on 
commission agency basis, has been of the order of nearly Rs. 10 
crores. The turnover of cement on Government agency account 
exceeded Rs. 55 crores. The gross profit of the Corporation on 
account of trading amounted to Rs. 35.42 lakhs. The Corpora- 
tion derived an income of Rs. 69 lakhs from its commission 
agency business and from service fees. Profits from interests and 
other miscellaneous items aggregated to Rs. 5.76 lakhs. The 
net profit of the Corporation amounted to Rs. 32.63 lakhs. The 
Corporation has declared a dividend of 6% for the first account- 
ing year ending 30th June 1957. 

In purely financial terms the result of the working of the 
State Trading Corporation during the year under report would 
thus appear to be impressive. It is, however, worth noting that 
the Corporation was enabled to make a large profit from its 
business as commission agents on behalf of Government for the 
distribution of imported and indigenous cement. This part of 
the Corporation’s business has come in for a good deal of com- 
ment and criticism. There is a general feeling that the profit 
made by the Corporation in its business as Commission Agent 
of the Government for the distribution of cement is out of all 
proportion to the actual service rendered by it to the consumers. 
The distribution of cement was entrusted by the Government 
to the State Trading Corporation with a view to enabling it to 
import cement and to acquire indigenous cement and to sell 
both at equalised price so as to balance the high-priced imported 
cement against the low-priced indigenous cement. Actually, 
however, owing to shipping difficulties, far less quantity could 
be imported from abroad than expected earlier; imports were 
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of the order of barely 2^ lakhs tons during the year under review. 
Even so, the price of all the 50 lakh tons of domestic cement 
was raised by as much as Rs. 12-8 per ton over the price prevail- 
ing before the State Trading Corporation entered the field of 
distribution of this product. The establishment of a State- 
controlled monopoly over the trade in cement has, apart from 
enabling the State Trading Corporation to earn large profits,, 
resulted in an unearned income of Rs. 5 crores for the Govern- 
ment at the expense of the consumers of cement in the country. 

Mineral ores have constituted the major portion of the Cor- 
poration’s export business. The Report states that it took the 
management many months before this business could be placed 
on a sound footing. The O>rporation contracted to sell a total 
quantity of four lakh tons of manganese ores to the foreign 
buyers during the period under review. As regards iron ore^ 
firm contracts for the sale of 2.8 million tons were concluded 
by the' Corporation during the year under report. During that 
year, the Corporation also entered into a long-term arrangement 
with Japanese Steel Mills for the sale of 7.2 million tons of iron 
ores over a period of five years, against which 1.3 million tons 
were to be supplied in the year 1957/58. Another contract for 
the sale of half-a-million tons of iron ore was entered into with 
Czechoslovakia and substantial quantities were contracted to be 
sold to Poland, Yugoslavia and Hungary. 

The Corporation’s business in the manganese ore has 
evoked adverse criticism. In the early stages, the officials of the 
Corporation were more anxious to conclude contracts with 
foreign buyers for supplying large quantities of high grade 
manganese ore at a price which was lower than the price ruling 
in the export markets which were exceptionally firm and strong 
at that time. In its anxiety to secure large orders it did not 
pause to consider whether it was able to supply the goods accord- 
ing to the orders and according to schedule, with the result 
that on some occasions when steamers chartered by the importers 
arrived at the Indian ports to carry the contracted quantities 
of manganese ore, it was found that the Corporation had no 
stock on hand. Ultimately, when the Corporation thought of 
buying the ore locally in order to fulfil its commitments it had 
to pay higher prices for the supplies. It is also alleged that 
the Corporation forgot to insert a clause in the contract with 
the foreign buyers that if and when any duty was levied by the 
Government of India, the same would be borne by the buyers. 
The result was that when an export duty was actually levied by 
the Government in September 1956, it had to be borne by the 
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State Trading Corporation itself and could not be passed on to 
the buyers who refused to bear the fresh burden. It is further 
alleged that the Corporation has not succeeded in selling low- 
grade manganese and iron ores in the export markets in any 
appreciable quantities. The Corporation should well have 
followed the accepted business practice of the normal trade 
channels of selling medium and low-grade manganese and iron 
ores, along with high-grade qualities, so as to make mining of 
ores an economic proposition. 

All the same, in fairness to the Corporation it must be said 
that it has lately shown improvement in its working and effici- 
ency. It is endeavouring to develop markets for some new items 
such as shoes and woollen fabrics. It has sought to evolve 
acceptable terms and conditions for the export of new items and 
to assist proilucers in making available goods of acceptable 
quantity. In particular, small producers of shoes and handi- 
crafts have been enabled to participate in the export trade. The 
Corporation is also endeavouring to promote overseas trade in 
special items or with particular countries by a scheme of linking 
of exports with imports. The Corporation has also evolved a 
scheme for increasingly associating private traders with its acti- 
vities. The Commission and/or brokerage charged by the 
Corporation is, however, in many cases disproportionately high 
and early steps should be taken to reduce the same to reasonable 
levels. Instead of taking over or entering any spheres of trade 
which has been well established and functioning through the 
normal channel, the Corporation should confine its activities to 
spheres of a pioneering diaracter designed to create new oppor- 
tunities for the trade or for the country. 


APPENDIX 56 

Speech of the President of the Chamber and the Address of 
the Prime Minister Jawaharlal Nehru on the occasion of the 
Golden Jubilee Celebrations on 3rd February 1958 

Speech of Shri Naval H. Tata, President, Indian Merchants* 
Chamber, on the occasion of the Golden Jubilee Celebrations 
of the Indiam Merchants* Chamber, on 3rd February 1958. 

Prime Minister Jawaharial Nehru, 

Distinguished Guests and Friends: 

On behalf of the Members of the Indian Merchants' 
Chamber, it is my pleasure and privilege to extend to you. Sir, 



558 


REPORT OF THE 


and all others present here, a cordial welcome. We feel en- 
couraged by the presence of such a representative and large 
gathering here today. Shri Jawaharlalji, we are extremely grate- 
ful to you for having agreed to grace this occasion by your 
distinguished presence. May I say that we value very much this 
gesture of goodwill on your part towards us and feel consider- 
ably encouraged by your being in our midst today. 

On an occasion like this our minds naturally go back to 
• the Pioneers who, in the early years of this century, made 
continuous and concerted efforts for placing this organisation on 
a firm foundation. For our Founder Members it was an effort 
which called for great tenacity of purpose and sustained enthu- 
siasm. Apart from a feeling of apathy consequent upon the 
political subordination of the country, recognition from those 
then in authority was slow in coming. The Chamber was fortu- 
nate in having galaxy of leaders who, in the earlier years, 
nurtured it with a sense of devotion and purpose. Perhaps, it 
would be invidious to mention names. But the late Sir Mun- 
mohandas Ramji, our Founder President, and Sir Purshotamdas 
Thakurdas, the Founder Vice-President, who is happily with us 
today, stand out prominently among those who were chiefly 
responsible for laying the foundation of this institution on a 
solid basis. We must also gratefully recall the life-long contri- 
bution of the Founder Secretary, the late Shri J. K. Mehta, who, 
during a continuous period of service of over 40 years, developed 
its organisational framework and established a high tradition of 
service. His inspiring lead of a selfless service has been followed 
by his worthy successor, Shri Ramalingam, our present Secretary, 
whose valuable contribution for over 30 years is difficult to 
under-estimate in recounting the record of the Indian Merchants' 
Chamber's contribution to commercial community. 

The Indian Merchants' Chamber was organised and esta- 
blished in the year 1907. The period was one of political fer- 
ment and the Chamber was the off-shoot of resurgent nationalism. 
The Partition of Bengal had caused great discontent and the 
immediate outcome was the fervour for Swadeshi. It was under 
the leavening influence of these developments in the political 
sphere that leaders of commerce and industry of those days 
decided that organised and sustained efforts were necessary for 
creating conditions favourable for the commercial and industrial 
regeneration of the country. They strove hard for the awaken- 
ing and development of the economic consciousness of the 
people, for the evolution of a healthy link between business 
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and politics and, above all, for kindling the spirit of self-respect 
in the Indian commercial community. 

In the context of the controversies of the day it may well 
be asked what purpose does a Chamber of Commerce like ours 
serve and what is the justification for our existence except in 
furtherance of our sectional interest and our ultimate survival 
as the mouthpiece of the commercial community. I am deli- 
berately posing this question against the background of certain 
altruistic and ideological concepts prevailing today and the 
cloud of suspicion that hangs over the commercial community. 
If I were to attempt to vindicate our existence in terms of mere 
professions, I may well be accused of indulging in platitudes to 
hypnotise this august gathering with words which have a 
momentary spell but not lasting conviction. Consequently, 
deeds rather than empty words would prove t)ur case, as also 
the case of kindred commercial organisations who are eager to 
have their voice heard, through the numerous utterances of their 
spokesmen and their equally numerous resolutions and 
represen ta t ion s . 

Thus, if actions of the commercial community and not mere 
declaration of their intentions were to be a true criteria for 
the justification and continuance of the commercial classes and 
entrepreneurs, then I cannot do better than look back 50 years 
and review very briefly the contribution of this organisation, 
whose Golden Jubilee we are celebrating today. 

In narrating very briefly the record of work and many-sided 
activities of the Chamber, I would like to mention the following. 
The Chamber fought for the fiscal autonomy of the country; it 
pressed for the development of the Indian Mercantile Marine; 
it urged the need for changes in the exchange and currency 
policy of the country to ensure national interest; it pleaded for 
the Indianisation of services and particularly of the Army; it 
advocated the adoption of a consistent policy of Swadeshism in 
supplies and services; it stressed the importance of steps for the 
rapid industrialisation of the country; it championed the cause 
of Indians overseas; it asked for a reorientation in policies 
governing both the internal and overseas trade; it recommended 
steps for providing facilities for technical and commercial edu- 
cation; it indicated the importance of developing indigenous 
banking on modern lines; it emphasized the place of co-ordinated 
system of transport in an attempt to improve the nation’s eco- 
nomy^ and above all, it pleaded for a continuous and sustained 
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programme of welfare activities for stimulating and assisting 
the moral and material progress of the people of the country. 

It is not my purpose today to attempt an assessment in 
detail of the results of these efforts and activities with reference 
to each problem raised or tackled. I will only emphasize that 
the more fundamental and abiding contribution of the Chamber 
was to supplement in the economic sphere what the Indian 
National Congress contributed in the political sphere. The 
Chamber was able to arouse the economic consciousness of the 
people, through the medium of the Commercial Conferences 
and the Indian Industrial and Commercial Congress, and assisted 
in focussing attention on the economic ills and handicaps in- 
herent in a state of political subjugation. The wider import 
and significance of the work and contribution of the Chamber 
was appropriately described by the late Sardar Vallabhbhai Patel 
on the occasion of the Opening of the Building of the Chamber 
in the following words: 

“ With the birth of the Congress an atmosphere of intense 
patriotism was created and the Chamber was formed in 
that atmosphere. Since then the inter-relation between 
the Congress and the Chamber has been cordial and 
intimate. If the founders of the Congress were patriotic, 
the founders of the Chamber were not only enlightened, 
but also very bold and imaginative. ... As the Congress 
has played a useful part in creating an atmosphere of 
patriotism, the Chamber has also rendered immense ser- 
vice to the commerce and industry of the country,*' 

In the freedom struggle the Chamber and those who guided 
it, stood by those who were in the vanguard of the fight. 
Situations arose in the history of the Chamber when there were 
serious threats to its very existence because of its support to 
and sympathy with the National Movement. In the year 1932, 
when political passions were high, the then Government served 
notices individually on all the Members of the Executive Com- 
mittee of the Chamber warning them against extending any 
direct or indirect support to the political movement. The air 
was thick with rumours about the imminent arrest of the Office- 
Bearers of the Chamber. It would appear that orders were kept 
ready to declare the Chamber as an unlawful Association. But 
undaunted, the Chamber continued its activities in support of 
the national struggle demonstrating abundantly its faith and 
belief in the national leaders. In 1930 the Chamber withdrew 
its representatives from the Legislature, both in the Centre and 
in the Province, as a protest against the repressive policy# then 
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pursued. The Government called for a re-election. The spirit 
animating the Chamber was amply demonstrated when it is 
recalled that no Member came forward to stand for election, 
although attempts were made by Government quarters to tamper 
with the loyalty and allegiance of the Members of the Chamber 
in an endeavour to fill the gap. Such patriotic attitude on the 
part of the Chamber did not go unnoticed. We proudly recall, 
on this occasion, the acceptance by Mahatma Gandhi of the 
Honorary Membership of the Chamber. It was an indication 
of the public esteem which the Chamber had earned by its 
enlightened national policy in the struggle for the political 
emancipation of the country. 

The Chamlier is inspired by the c()mmon objectives of 
securing the economic and social progress of our country. In 
reaffirming this identity of interest in the larger objective of 
national policy, I am not daiming the same identity of outlook 
in regard to the mode and manner and the stages by which the 
objective should be achieved. The approach in regard to the 
means and the emphasis may also indicate, on occasion, some 
measure of divergence. 

At the same time, the commercial community is quite 
conscious of the ideology and aspirations animating the leaders 
in the political sphere in the stupendous task of building up the 
New India. We realise that political freedom will not alone 
enthuse the masses unless it ushers in an era of better living 
standards backed by social justice. We are equally conscious of 
the need for hastening the economic progress of the country 
tlnough a planned programme of economic development. In 
this great task of national development we are aware of the 
positive role we have to play and need we assure you of our 
whole-hearted and best efforts in that direction? 

The Chamber has not confined itself to the primary func- 
tion of being the co-ordinating agency of commerce and indus- 
try. On occasions of national calamities like floods or famine, 
the Chamber was in the forefront in organising relief and raising 
funds for the purpose. Further, it played an important part 
in the negotiations for securing the welfare of Harijans at the 
time of GandhijFs Historic Fast for the improvement of the 
status of Harijans. All the meetings in connection with those 
negotiations were held in the Chamber. 

The Chamber endeavoured to stimulate efforts for increased 
opportunities for technical and commercial education. It has 
been conducting Commercial Examinations. On the occasion of 
36 



REPORT OF THE 


562 

the Golden Jubilee, the Chamber proposes to inaugurate a 
scheme for providing facilities for practical training in Business 
Methods and Organisation, Under that scheme, the Chamber 
proposes to take up every year a few Commerce Graduates and 
persons holding specialised Degrees or Diplomas for undergoing 
a period of Apprenticeship, so that they will have an opportunity 
of acquiring a wider background of general knowledge. Sir 
Ratan Tata I rust has been good enough to sanction a grant 
of one lakh of rupees to form the nucleus for the Endowment 
for that purpose. We expect to be able to raise five lakhs of 
rupees for tlie same. We also wish to set up a Research Depart- 
ment for an o!)jective study and examination of current econo- 
mic problems. These efforts would be in keeping with the 
Chamber’s tradition of service in wider spheres. 

It would be futile on our part to bask in the reflected glory 
of our past achievements. We should siicd the innate tendency 
to keep ourselves aloof from activities which do not directly 
concern our business. We have to play our part in a dynamic 
and active manner in the wider sphere. Functional represen- 
tation in Parliament having been abolished, some of us will have 
to come forward, stand for election in order to interpret our 
outlook and objectives in the legislatures both in the Centre 
and in the States. In order to justify our existence as a dynamic 
and useful section of Society, we shall have to adhere to a code 
of conduct and standards of business morality which would give 
us immunity from the propaganda against us and making us a 
target of class hatred because of our legitimate belief in profit 
motive. A proper assessment of our position in the organisation 
of Society and readiness to adjust ourselves to the needs and 
requirements of a changing pattern of society are needed to 
claim for ourselves a lasting place as a contributory factor in 
the development of the national economy, enjoying the respect 
and the goodwill of all sections of the community. 

The Indian Merchants’ Chamber, which has the proud 
privilege of representing 120 Associations interested in a variety 
of trade and industrial activities, large and small, comprises 
heterogeneous types of enterprises of diverse sizes, and it would, 
therefore, not be correct to say that the Chamber represents 
specific vested interests. May I, therefore, respectfully suggest 
that closer association and contact by Government with organi- 
sations of our kind will go a great way in eliminating many 
niisunderstandings ? 

One of the potent causes of misunderstanding is sensitiveness 
on the part of some in authority to well-meant utterances of our 
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spokesmen who venture to offer criticism and suggestions in the 
plans for development of our national economy. We do believe 
that we are equally interested in the future of our country and 
its well-being, and, therefore, we have a right to express our- 
selves on schemes and plans affecting the future of our country 
and, therefore, our attempts to put forward our point of view 
should not be misunderstood. 

The greatest need of the hour is the emotional integration 
of the country so that one and all could pull their weight in the 
stupendous task of building up the New India of our cherished 
dreams. Unfortunately, certain fissures are developing. Con- 
troversies in regard to language, regional adjustments, class 
distinctions, differences in outlook in regard to the ideology 
governing the pattern of society, should not be allowed to influ- 
ence, much less dominate, the attitude of any group of section 
towards this common endeavour of accelerating the economic 
progress of the country. 

Shri Jawaharlalji, we have great faith in your leadership. 
There is abundant evidence of your spirited intervention in 
checking all disruptive tendencies, in forms of parochial 
approach, class hatred and linguistic wars. Your task of mould- 
ing the future destiny of this country is as difficult as that of 
Mahatmaji’s mission of winning the National Freedom. Fair 
assessmeiit of our point of view could not be in more competent 
hands than our respected Prime Minister. 

Shri Jawaharlalji, I again thank you very sincerely for your 
presence here this morning. I would now request you to 
inaugurate our Golden Jubilee Celebrations and in doing so, give 
us a Message which, 1 am sure, will be one of cheer and hope. 


Speech of Prime Minister Jaivaharlal Nehru at the time of the 
Inauguration of the Golden Jubilee Celebrations of the Indian 
Merchants’ Chamber on 3rd February 1958, 

Mr. President & Friends: 

During the past 30 years or so, or more than that, I have 
watched from a distance some of the activities of this Chamber. 
I confess that what I watched then was more the political aspect 
of those activities than the economic. But gradually the 
economic aspect also came up before us in the last days of the 
struggle for freedom. But, for the moment, I shall only refer 
to what Mr. Tata mentioned in his remarks, that is, the help 
and co-operation that * was received at various times of our 
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Struggle from this Chanjber. That stands quite apart, whether 
we agree or not in regard to economic matters; we did agree on 
several aspects, but we also did not agree sometimes. But in 
those days before Independence, for a generation or two the 
primary object before every citizen of India was the attainment 
of Independence and we realised that political Independence was 
a pre-requisite for anything else. Iherefore, it had to be given 
such a place in every man’s thinking in India and I am glad 
at that stage this Chamber realised that fact and threw its weight, 
in so far as the Chamber could do it, on the side of the freedom 
struggle, and I should like on this occasion to refer to all that 
and to acknowledge our appreciation of it. 

Now, in the course of Mr. Tata’s address, towards the end 
of it, he said something, rather hesitatingly that cxiticism may 
sometimes be misunderstood by those in authority. I would 
invite you and every section of our people to offer constructive 
criticism, as citizens, of our activities, plans, etc. I say construc- 
tive criticism, not that I rule out even criticism which is not con- 
structive but that does not help. It will only irritate the parties 
concerned. You are free to offer constructive or destructive 
criticism but the point is this, it is not a cpiestion of not having 
criticism but it is patent that the approach to any kind of plan 
or any kind of movement depends a great deal on the objectives 
and certain premises. If those objectives or those premises 
differ, then naturally the differences show at every subsequent 
stage of the consideration of that problem. We, not only as a 
democratic society but even otherwise, have chosen a path which, 
apart from its objective, to which I shall refer later, is a path 
which requires and demands the fullest consideration of every 
aspect of the problem which is not conditioned by any dogma 
or any pre-determined decision about any matter; part of that 
may have to be considered as a whole because it is intimately 
connected with our objective; part of it would depend on so 
many circumstances that it has to be considered, re-considered 
and if necessary revised. Therefore, I want to be quite clear 
that it is not only open to you but desirable for you to offer 
such constructive criticism. You say that sometimes you are 
misunderstood. May be. May 1 also suggest to you not to mis- 
understand the replies to that criticism that we offer because 
sometimes it is likely to be a very vigorous reply? 

Now, may I branch off for an instant and say something 
which is totally irrelevant, and that is, irrelevant in the sense 
of this particular occasion; but it is very relevant in so far as it 
refers to Bombay, this great City? It surprises and amazes me 
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that a great city like Bombay which has so much to add to its 
distinction both in its life and its general beauty should be one 
of the very few cities in the world which has neither a good 
hall nor a good park. It is astonishing, it shows a certain lack 
of civic consciousness because these are the essential amenities 
of every city, big or small. In fact, nowadays, the idea of a city 
starts with the park, and the city comes afterwards. It really 
is a very important consideration for any person connected with 
the city. I do not know where to make a park now. Where 
is the room for it? But it is dearly an important consideration 
for any person connected with the city to realise that it is a 
city without a park, that it is essential to it, more especially for 
the younger people and children and a city without a proper 
park or a hall is also odd, very odd. Nowadays when almost 
every activity involves meetings, discussions, you want halls for 
the purpose. Of course so far as political activities are corn 
cerned, and more especially Congress activities, many years ago 
they became so big that no hall could contain theim So we 
moved to the open stage but still that is no way to replace a hall. 

Then, there is nothing new in it that I am saying, and that 
is slums. I merely repeat the word here to remind you of it 
because it is a constant slur on every city and I know that some- 
thing is being done. I do not say that nothing has been done. 
I know the people realise tlie problem. I will only say this, in 
this connection, that whether it is slums or anything else, we 
have arrived at a stage when spasmodic work docs not do much 
good and it sometimes comes in the way of organized effort later. 
The whole problem should be approached from the point of 
view of not only present-day ‘ clemands and difficulties but 
perspectives of the future. What do you want Bombay to be 
25 years later? Having more or less made up your mind and 
having a master plan of Bombay a quarter century later, work 
up to it — not an odd job here and an odd job there. It will 
have to be an organized approach to the problem, that is how 
great cities are functioning anywhere in the world. Take the 
case of Delhi where an effort is being made to make a master 
plan of Delhi 20 or 25^years later and we try to work up to 
that end. Now the irrelevant part is over. 

I am not a preacher speaking from a pulpit. Nevertheless, 
I should like to take as a text for my address today a Biblical 
text. Of course you know it: 

For unto everyone that hath shall be given 

And he shall have abundance 

But from him that hath not shall be taken away 
Even that which he hath/’ 
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Now, I am not quoting this from the point of view of indi- 
viduals or anything but rather to draw your attention to certain 
basic trends in society as they exist today. Let us first take the 
international aspect. Internationally considered you might say 
today there are some nations in the world which are prosperous^ 
very prosperous and that they will solve the problems of 
production and generally the problems of the Welfare State. 
Now, among such nations, mention may be made of the U.S.A., 
Canada, some of the nations of Western Europe and some other 
countries like Australia and New Zealand. In Asia, I do not 
at the moment refer to the Soviet Union but that certainly will 
be included in that category, and to some extent, Japan also, 
may be included, though not quite at the same level. You can- 
not draw hard and fast lines. Then there are a number of 
countries which may be called middle countries and a vast 
number of countries which are now termed as under developed 
countries where the standards are terribly low. Now, if you 
look even for the past 10 or 12 years since the war, while there 
has emerged a new consciousness about approaching these pro- 
blems of under-developed countries, helping them, encouraging 
them, nevertheless you will find that, in fact, the gap between 
the developed and the under developed countries has become 
bigger and biggcT. Those that liave, have been given more and 
those who did not have, have fallen back or even if they have 
increased very slightly, the gap is bigger. That is, the developed 
country has developed the capacity for great growth, greater 
progress, while the under developed country struggles hard and 
makes good in a little way but nevertheless the pace is small. 

Now% viewed from the national angle, you will find the 
same trends. Look at a country regionally; the more developed 
region of the country tends to grow faster. The less developed, 
they don’t grow at all, or they grow at snail’s pace and even that 
with a great deal of State effort. Of course, various factors go 
to explain this — certain economic factors of course, certain social 
factors, social customs and all that. You have to look at it in 
tins way. A person is poor or a country is poor because the 
poor cannot work hard, cannot work* efficiently and therefore 
the capacity to work becomes less and less. Instead of making 
progress, poverty itself pulls him back or pulls that country back 
while the person or the country that is well, its capacity for 
work increases; good health, good surroundings, good education, 
produce more and more; so that we have a curious situation that 
so far as normal forces are at work — economic or others — they 
tend constantly to widen the gap between the well-to-do and 



INDIAN merchants' CHAMBER 567 

those that are not well-to-do. Of course the State comes into 
the picture sometimes, and more and more in the modern age; 
but so far as normal economic forces are concerned they widen 
the gap all the time. Fhe so-callcd blind forces of the market 
are always widening the gap, whether viewed internationally, 
nationally or regionally. This aspect has to be remembered 
because it deeply concerns us who are struggling to get out of 
the morass of poverty. And to get into, what is called by some- 
body, — to reach that stage of take-off ” into “ sustained 
growth ”, that is, cross that barrier, which is a very solid barrier, 
and reach a stage where growth beccMnes relatively spontaneous 
in the country, that is the probleiiK The poor country, the 
under-developed country, is on this side of the barrier. On this 
side, they are constantly struggling for bare existence, apart 
from making progress. 

We have taken The country as a whole, not individual groups 
here and there. Now that will apply to regions and countries 
alike; there are certain cumulative processes at work which, at 
both ends, in a Welfare State, in a developed State, tend to 
encourage its growth further and further and in an under- 
developed State there are certain cinnnlativc fDrc:es at work 
which pull it back at both ends all the time. The poor becomes 
poorer and poorer. Now that is, again to repeat the phrase 
used, poverty becomes its own cause. It repeats itself. 

As you know, the development of the modern nations of 
the Western World, Western Europe, Americas. North America, 
took place chiefly in the 19tii century, part of the 18th century, 
but really iu the 19th in the main and of course in the 2()th 
century. It took place at a time wfien democracy, as we know 
it today, did not exist. People talked about democracy but it 
did not exist and the parliaments and assemblies were narrowly 
representative of the people of certain groups at the top. Why 
I refer to it is because pressures from the pec:)plc below can 
no longer be ignored now. Those were the top-class which con- 
trolled the parliament, the limited democracy of the day and 
accumulations were made in those days at a very great cost of 
the common people who worked. The change-over in England 
to industry meant a terrible cost for that generation. True, 
for that cost, accumulations were made, savings were made, spe- 
cial investments took place, fresh growth took place, but all at 
heavy cost. If any of you have not read of the account of that 
in the book, the name of which rather frightens you, that is 
worth reading Marx’s ” Das Kapital ” where he describes condi- 
tions in Britain, how the accumulations were made for the 
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oTowth of industry. Of course other factors came in too. 
Colonial exploitation came in the 19th century and all that 
helped. 

Wc live today in an age when democracy of the full- 
blooded kind functions not only in the Western countries but 
in many Eastern countries, when people are politically conscious 
and make demands, and are not going to bear the cost of progress 
by their own starvation. You cannot physically repeat the pro- 
cesses which the countries of the West, Engiand. let us say, went 
through in the beginning of the 19th century, lhat is one aspect 
of the problem. In fact as a very eminent observer said: If 
democracy as England has today had existed in the beginning 
of the 19th century, well, the growth of British industries, etc. 
would not have taken place or would have taken place at a very 
slow pace. Yon cannot now go back and repeat the processes 
that happened then. We have to deal with things as they are 
today. In India certainly wc have full-blooded democracy; we 
have all the unhappy brood of ptnerty and what I want to say 
is that it will be frightful to add to the burden of the vast mass 
of humanity in India in order to get savings,- in order to progress 
w'hich might have lieeii done in a .State where democracy did 
not function in the same w'ay. TIictc is one obvious difficulty, 
that is politic.d growtli, political consciousness, political revolu- 
tion without an econoniic growth, as compared to an economic 
revolution preceding political growth, which happened in 
Europe and elsewhere. 

So we come back to this, this Iiasic problem of cumulative 
forces dragging down the under developed countries and cumula- 
tive forces encouraging the developed countries to become richer 
and richer and more 

How are we to reduce that? Of course that process acts in a 
State also. You will ask me: Well, why is it, let us say in 
England, the difference, the gap between the rich and the poor 
is much less? That of course is the position today. Basically 
you will see tliat the gap becomes less, constantly by State inter- 
vention. If you leave it to the blind forces of the market, it 
does not grow less. It grows bigger and bigger. Two things 
come in the way. In England it is — and I am using England 
as an example, and it applies to other countries too the State 
intervention and greater political democracy come in the way 
of the blind forces of the market and prevent them from func- 
tioning. If it did not come in the way, then the gap becomes 
bigger between the rich and poor. Political democracy comes 
in the w'ay and insists on certain things being done and thereby 
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really interferes with the normal functioning under the present 
system. I say this because our people sometimes argue oddly 
about the so-called governmental interference and the role of 
private enterprise. Private enterprise is a good thing, to give 
initiative it is a good thing. But private enterprise as it was 
known in the 19th century is dead as the Dodo or ought to be. 
Let us be clear about it. It does not exist anywhere in the 
world, even in the highly capitalist Stat^ like the U.S.A. Even 
the capitalist system of U.S.A. today is completely different from 
what it was a generation ago. Although it changes it keeps 
apparently the same structure. The U.S.A. became so rich and 
prosperous that it can even csLxry on with all forms without 
much difficulty, but in other countries which are under- 
developed, you cannot keep the old form functioning in the 
same way because that comes completely in the way of growth 
as it would in any other country too. 

I want you to understand this, if I may use the word, the 
philosophy underlying this. It is absurd for people to go about 
in their enthusiasm praising the capitalist and the capitalism in 
that light. It has no meaning to me. Capitalists, some of them 
are very good, some of them are very bad. Many of them are 
in the middle. So also it applies to any class, good or bad. 
It is not a question of individual merit or demerit but the type 
of approach and the type of system that fits in well with the 
spirit of the age, or if I may use a better word, in our own 
language, the Yuga Dharma, because the Yuga Dharma changes 
from age to age and whether you read it in the Gita or any- 
where else, it is not the same for every age; otherwise it is out 
of place, out of touch with it. We have to face this particular 
problem of breaking through those tendencies which make a 
poor country poorer, and all the wealth the City of Bombay or 
the City of Calcutta may show is not an index of India's wealth 
or prosperity. 

That index after all is that of the poor peasant in the 
village, his standard of living and p€r capita income. That is 
the real standard. And my first point is that if it is left to 
normal forces under the capitalist system, there is no doubt at 
all that the poor will get poorer and a handful of the rich, richer. 
It is true that the State intervenes — from the riches of the rich 
it will provide amenities for the poor, education, health, housing 
and such like things. This is true, as is done in some countries, 
and this process and interference of the State will no doubt 
soften the condition or the difficulties of the poor, but it does 
not touch the basic difficulty of the system which encourages the 
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gap becoming bigger and bigger. I am not putting forward to 
you any positive or constructive proposal, but the basic point is 
~we call it the inevitable point, but it is a positive point that 
the whole approach of the free march of the blind forces of the 
market operating private enterprise having free trade as it is 
said, so that they may accumulate capital and invest, all that 
have very little relevance today. I do believe in incentives 
because human beings" being what they are, require incentives. 
It is one thing to have incentives, it is quite another thing to let 
yourself to be forced or impelled by the action of the blind 
forces, of economic forces, supposed to be the forces of the 
market 

Having accepted that pfroposition, then the next becomes 
a constructive one of what we shall do? Xhat is exactly what 
is the Qf)ject of planning. To generate those new forces, so as 
to get out of this type of economic working which increases the 
gap, is an international problem. That some countries should 
grow richer and richer and others become poorer and poorer, 
is really an international problem. It is the real problem 
which looked at from the point of any equity or of practical 
convenience, or of consequences of conflict, all these things will 
upset the peace of the world. It is a bad thing for these differ- 
ences to exist. The richer countries when they realise this, 
they try to help many countries and the U.S.A. have given very 
generous help, they have given tremendous help. But the 
point is that while all that help is good, it does not help to 
change the trend of forces at work which are in the contrary 
direction and if this continues — these big gaps between the 
rich country and the poor — they lead to political upsets, they 
lead to conflicts, they may lead to war. It is in the strictly 
narrow opportunistic sense that rich countries should see to it 
that this cycle of poverty ceases to exist in the under-developed 
countries. So much from the international point of view. 

Now let us come to the national point of view. If I may, 
I might add something to the international that the old idea 
that a country developing an under-developed country injures 
its market or its industries is completely out of date. Every- 
one realises that a developed country has always a greater 
chance and greater market to offer to other countries than an 
under-developed country. 

Coming to the national domain, we have regions, developed 
regions and undeveloped, and again it is the same tendency — 
the developed regions to develop more and more, the poorer 
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regions not having the strength to go ahead at all. The State 
now comes into the picture somewhat, not enough, to help the 
undeveloped region. But what is the help? Very little. 
Obviously there are some things which one cannot provide. 
I am talking about regions which depend upon some facility, let 
us say there is the steel plant which can only be put up where 
iron ore or coal or both are available. You are bound down 
by certain factors like these, you should have electric power, 
you should have hydro-electric power or thermo-electric power. 
You may be in a better position a few years later to provide 
power when we make atomic energy to play about, but still the 
fact is that in a big country like India the difference between 
the developed parts and the relatively undeveloped parts is 
very great and it should be the function of the State to try to 
lessen that difference very deliberately. I am not myself sure 
that we have tried hard enough to do so because in trying to 
do so we may have to relax on some other fronts. It is very 
difficult. We may have to relax on the front of production 
which we do not want to do. These difficulties come up. 
The objective must be to reduce the gap between the deve- 
loped and the undeveloped areas. 

Now there are other factors in Indian life, the social 
customs such as caste, position of women, which have kept down 
parts through ages past, arresting all social mobility and 
accentuating economic differences which prevented the growth 
of the nation. Fortunately we have changed many of them but 
it shows how if the society were to leave all this to itself, then 
the backward areas would become more backward, backward 
individuals would go to the wall, ultimately affecting the whole 
nation. And therefore the State intervenes and in its interven- 
tion it tries and it plans. Planning is essentially a process 
whereby we stop those cumulative forces at work which make 
the poor poorer and start a new series of cumulative forces 
which make them get over that difficulty and start them at both 
ends. The cumulative forces will make rich societies richer 
but you have to get over that barrier of poverty. In a country 
like Russia this thing has been done but at what cost of human 
suffering? The achievement was tremendous, but the sacrifice 
made was equally tremendous. 

Now the problem we have to face is, how to do it, how to 
cross the barrier of poverty without paying the terrible cost 
and without infringing individual freedom? That is our pro- 
blem. It is no good any person coming and telling me that 
individual freedom is sacred, let us therefore be poor. Nobody 
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is going to accept that answer. I do think individual freedom 
is sacrSl but not at the cost of povmy and nusery. It » a 
difficult problem and difficult as it is, it will have to be solved, 
there is no doubt that it is being solved. I venture to put th«e 
aspects before you so that you may look at the» things in the 
right perspective. You are men with ability and resources with 
an aptitude for development. Because you concentrate on 
commercial and industrial activities and know a great cle^ 
about what you are doing, your future is important in regard 
to a particular segment of national life, but that segment can- 
not throw much light by itself on the numerous other segments. 
And all of us therefore have to come out of traditional grooves 
—occupational and social— and look at the broader picture and 
then see how that fits in, in our thinking or the way of our 
ihinkirig. 


India at the present moment is obviously an undeveloped 
country considering its vast potential. At the same time it is 
proba!)ly more developed than most of the undeveloped coun- 
tries . d what is much more important, its economy is 
becomia , dynamic. There is a certain dynamism in our people 
today and in our economy. The basic factor is that our 
economy is gaining an element of dynamism which is a prelude 
to the next stage of self-growth. When we are strong enough 
to grow, as our economy develops and assisted by other forces 
we are bound to become more and more self-reliant. There- 
fore, any country which constandy thinks of being helped by 
other countries develops a frame of mind which is not good. 
Help from other countries is very useful, it is very helpful and 
it is nothing unusual. All the great countries of the world 
were helped. The United States of America for a hundred 
years was a place of investment of British capital, and 
even Germany developed with the capital from other countries. 
There is no harm about it, there is nothing disparaging about 
it. We are very grateful for the help we have received or we 
are going to receive from the U.S.A. in our present condition. 
We expect some help from Germany too, we have received help 
from the Soviet Union; we are all very grateful— but the point 
I wish to make is that if we develop that mentality of relying 
on outside help, it is a very dangerous and a weakening force 
and it saps that very dynamic force, the basic thing we have to 
develop in this country, which I believe has to be fostered and 
developed in this country. We have to remember that what- 
ever help we may get, from outside, it. is only a very very small 
part of what we have to do. In the final analysis we have to 
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realise that it is not a question of money. Money in the modem 
world represents resources and is important, of course. » It 
would be absurd to ignore that aspect. Nevertheless it is not 
all that important. Human beings are more important, more 
important than money. It is human beings that produce 
money; it is they who produce the thinking, the technology, the 
science and everything. Money after all is the means to an end, 
and this simple aspect is lost sight of by people going to such 
horrid places like the Stock Exchange and other places. Where 
I said horrid I am not referring to their work, but to the ex- 
ceedingly horrid noises that come out of the Stock Exchange! 
So one is apt to think that somehow there is some manoeuvre, 
with money here and there, to get-rich-quick methods and all 
that. Well that cannot happen and you have to consider these 
things in a broad way; individuals making money at the cost 
of others has nothing to do with national economy and the 
basic thing is not money, but as you know production, goods 
which are produced which are represented by money. 

We come to production. Of course, the question is pro- 
duction of what? If we are aiming at a great deal of produc- 
tion we have again to plan and not produce any odd thing that 
may find a market. That is an individual approach. If wc 
have a market, we produce for it for the sake of profit. Our 
urge is to produce the articles of primary importance, which a 
nation needs. Our resources are limited. When we apply them 
to the secondary articles, primary things suffer. Therefore, in 
planning we think of the primary articles and when those 
demands are satisfied we go to the secondary things. 

In thinking of production, in the modern age we think of 
machines. Obviously, we want to industrialise this country. 
We have to produce machines, not only small machines, but big 
machines, the steel plant and the rest. We want power, we 
want iron and steel. These are the basic things for industrial- 
isation. Without knowing any other thing about a country, 
you can say with confidence where that country stands when 
you know what its steel production is, what its power con- 
sumption or supply is. We are concentrating at great cost on 
iron and steel; see the three major plants and the fourth one 
being doubled, so we have four major plants. An eminent 
German engineer was telling me at Rourkela that he has not 
known of any country which has had the courage to start four 
plants like this simultaneously. Well we have done that. And 
when people say that you have been over-ambitious in regard 
to the Second Five-Year Plan, it is true that we cannot plan in 
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the air. We have to keep our feet down on the ^ound. We 
cannot get away from reality; but reality itself is a ymiable 
factor, especially when you deal with hundreds and millions or 
people. It is not the reality of a small group, but of large num- 
bers of human beings, what they can do. Everything therefore 
depends on their vitality, energy and the amount of enthusiasm 
they can put into it. 

You know we have had to face great difficulties because 
especially of the food situation last year. We had in succession 
very bad harvests, floods, droughts and several other things 
which have upset our calculations and have compelled us to 
spend large sums of money on importing foodgrains; for this 
we have spent money, also we have spent much more money 
than we intended on defence. Then the prices go up every- 
where, the Suez Canal trouble comes and all other things which 
follow in its wake. Naturally, we have to adapt ourselves to 
the changing conditions. But I might tell you that I do not 
think that even so we are over-ambitious. If this is ^ing over- 
ambitious, we propose to be over-ambitious every time. It is 
that mentality that we wish to produce in this country, not the 
mentality of caution, not the mentality of going slowly because 
the stakes are too high. Look at the picture, whether the 
international one or the national one. If we go slow, we go 
under completely. So in this context I should like you to con- 
sider these problems. 

Now the budget that came last year brought a number of 
new taxes, brought a new approach. I am not going to discuss 
that in detail, but I do want to tell you that the new approach 
to the problems was a breath of fresh air which I appreciated 
completely. Keeping this whole context in view, we have to 
realise that it is not possible to carry on in the old way, in the 
old grooves, in regard to uxation or other matters if we are to 
face the challenge that is before us and the difficulties that we 
have to face. It may be that a slight additional burden falls 
on you, or me or somebody. Well, what about it? What 
do you wish to be done? Do you want that those who are 
weighed down with the big burden they carry should be taxed 
more and more and you less and less? Do you think that in a 
democracy based on adult franchise like India that would go 
down the throats of the Indian people? Is it justified? It 
cannot be done. Therefore the trend of the last budget was, 
I think, completely right and I should, here and now. like to 
ocpress my high appreciation in that respect of our Finance 
Minister and the action that he took in the budget. 
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Finally I should like to ^emijid you of the fact of which 
you are doubtless aware, that is the emergence of outer space 
into human affairs. The so-called space satellites, the Sputniks 
and the Explorer. This may nOt affect you or me or our pro- 
blems in the immediate present or the near future. But the 
fact is that this is something of tremendous importance to 
human affairs. That is human beings, somebody from the 
earth shooting out into the outer space. I have no doubt that 
from this will follow many other things in the course of a 
generation, may be two generations, I cannot say, which are 
vital, which will make a vital difference to human life. Of 
course, the immediate thing that we are concerned with is not 
so much Sputniks or the Explorer, but the Hydrogen Bomb and 
the threat it offers to the world, because it is a terrible threat, 
the way things are functioning today. It is something tliat is 
appalling, how these things can happen. This is no place to 
discuss this question, but I do want you to realise that unless 
the world puts itself together^ — because of this matter of the 
Hydrogen Bomb or disarmament — the world will surely go 
down to utter destruction. To save the world we should not 
allow this matter to drift. There is no such thing as remain- 
ing where you are; either you go up or go down. But with the 
era of Sputniks, Explorer and space travel and the coming of 
the atomic energy, the tremendous forces come in. These are 
going to change the fashion of our life. That itself indicates 
that we have to keep pace with our thinking, with our social 
organisation; otherwise we will be left high and dry and some- 
thing will happen. I fear our economic problems and other 
problems will be rather out of date. We go by an aeroplane 
to Delhi or somewhere else, but our minds have not yet come 
to the aeroplane age, much less to the Sputnik age. And many 
of the problems that we discuss — important as they are-— ^e 
really problems of yesterday and new problems are arising 
today. So I should like to end my talk with you with this 
thought that we are on the threshold of the atomic age and 
Sputnik age and we have to keep very wide awake, very much 
alive and be on our toes to keep pace, whether it is in the 
political, economical or social sphere. Thank you. 
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